Springfield,  Illinois,  January  4th,  1911. 
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O  THE  SENATE  AND  HOUSE  OF  REPRESEN¬ 
TATIVES,  FORTY  -  SEVENTH  GENERAL 
ASSEMBLY,  OF  THE  STATE  OF  ILLINOIS. 


THE  ILLINOIS  FIRE  INSURANCE  COMMISSION 
SUBMITS  THE  FOLLOWING  REPORT: 

Pursuant  to  the  Resolution  of  the  Forty-Sixth  Gen¬ 
eral  Assembly,  providing  for  the  appointment  of  this  Com- 
nission,  Hon.  Charles  S.  Deneen,  Governor,  appointed  as 
ts  members,  E.  W.  Lyman,  Chicago ;  E.  A.  Hall,  Spring- 
ield;  Carl  Hellpenstell,  Rock  Island;  S.  D.  Sexton,  East 
5t.  Louis,  and  George  C.  Gill,  Quincy. 

The  Resolution  under  which  the  appointment  was  made 
s  as  follows : 

^TIRE  INSURANCE  COMMISSION. 

{Senate  loint  Resolution  No.  24.) 

Whereas,  The  fire  insurance  laws  of  Illinois  make  no 
►rovision  whatever  as  to  what  rates  the  fire  companies  shall 
harge  for  business  procured  in  this  State,  the  question  of 
ates  being  one  entirely  with  the  companies  or  bureaus  and 
iiere  being  no  officer  in  this  State  who  has  any  authority  as 
D  making  or  changing  fire  insurance  rates ;  and. 

Whereas,  The  fixing  of  the  classification  of  municipal- 
:ies  and  physical  conditions  of  properties  as  a  basis  for  fire 
isurance  rates  in  Illinois,  is  also  a  matter  entirely  in  private 
ands  and  not  subject  to  appeal  to  any  public  official 
uthority;  therefore,  be  it 

Resolved,  by  the  Senate,  the  House  of  Representatives 
oncurring  herein.  That  the  Governor  is  hereby  authorized 
nd  requested  to  appoint  a  commission  consisting  of  five 
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competent  and  disinterested  citizens  of  Illinois,  whose  duty 
it  shall  be  to  obtain  information  and  report  to  this  General 
» Assembly  their  judgment  as  to  the  advisability  of  enacting 
a  law  regulating  fire  insurance  rates  in  this  State. 

One  of  said  commissioners  shall  be  selected  from  the 
city  of  Chicago,  one  from  Rock  Island,  one  from  Spring- 
field,  one  from  East  St.  Louis  and  one  from  Quincy. 

Said  commissioners  shall  have  power  to  subpoena  and 
compel  witnesses  to  attend  and  testify  and  to  compel  the 
production  of  all  documents,  exhibits  or  other  informatio'h 
the  commission  may  deem  needful  for  the  correct  discharge 
of  their  duties  and  to  the  extent  of  making  penalties  for 
false  testimony  applicable,  the  hearing  of  the  commission 
shall  be  a  judicial  hearing. 

Said  commission  shall  be  appointed  immediately  upon 
the  joint  adoption  of  this  preamble  and  resolution  and  there¬ 
upon  said  commission  shall  at  once  assemble  and  begin  and 
continue  their  hearings  at  such  time  and  place  as  the  com¬ 
mission  may  determine. 

The  members  of  said  commission  shall  be  allowed  their 
actual  expenses  only,  the  same  to  be  certified  by  the  com¬ 
missioners  under  oath,  to  the  Governor,  who  shall  there¬ 
upon  recommend  to  the  General  Assembly  to  make  an  appro¬ 
priation  covering  such  expenses. 

The  commissioners  shall  file  their  report  with  the  Gen¬ 
eral  Assembly  not  later  than  May  I,  A.  D.  1909. 

In  the  event  that  said  commissioners  recommend  the 
enactment  of  a  law  regulating  fire  insurance  rates  in  Illi¬ 
nois,  the  commissioners  shall  submit  with  their  report  the 
draft  of  the  bill  whose  basic  plan  and  object  shall  be  just 
and  reasonable  regulation  of  fire  insurance  rates  with  the 
least  amount  of  official  machinery  and  the  lowest  amount  of 
public  cost  that  would  give  the  largest  measure  of  justice 
and  equity  with  the  simplest  and  easiest  local  application. 

Adopted  by  the  Senate  March  23,  1909. 

Concurred  in  by  the  House  April  22,  1909.” 

The  sum  of  five  thousand  dollars  was  appropriated  for 
the  expense  of  the  Commission  by  Act  of  the  General 
Assembly : 

“AN  ACT  to  appropriate  the  sum  of  five  thousand 
dollars  to  pay  for  the  services  and  expenses  of  the  commis¬ 
sion  appointed  under  and  pursuant  to  Senate  Joint  Resolu¬ 
tion  No.  24,  to  obtain  information  and  report  to  the  Gen¬ 
eral  Assembly  their  judgment  as  to  the  advisability  of  enact- 
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ing  a  law  regulating  fire  insurance  rates  in  this  State,  and 
to  pay  for  other  expenses  connected  with  their  investiga¬ 
tion,  and  extending  the  time  for  the  report  of  said  com¬ 
mission. 

Section  1.  Be  it  enacted  by  the  People  of  the  State 
of  Illinois  represented  in  the  General  Assembly:  That  five 
thousand  dollars,  or  so  much  thereof  as  may  be  necessary, 
is  hereby  appropriated  to  pay  for  the  expenses  and  services 
of  the  commission  appointed  under  and  pursuant  to  Senate 
Joint  Resolution  No.  24,  to  obtain  information  and  report  to 
the  General  Assembly  their  judgment  as  to  the  advisability 
of  enacting  a  law  regulating  fire  insurance  rates  in  this 
State,  and  to  pay  for  other  expenses  connected  with  their 
investigation,  including  the  services  and  expenses  of  a 
stenographer  and  for  the  expenses  attending  the  subpoena¬ 
ing  and  compelling  the  attendance  of  witnesses,  the  produc¬ 
tion  of  documents,  exhibits  and  other  information  and 
including  also  the  fees  and  mileage  of  such  witnesses,  which 
shall  be  the  same  as  allowed  in  courts  of  record :  Provided, 
that  the  members  of  said  commission  shall  each  receive  the 
sum  of  $15  and  no  more  for  each  day  occupied  in  said  inves¬ 
tigation,  said  $15  to  cover  both  their  services  and  expenses. 

Section  2.  The  Auditor  of  Public  Accounts  is  hereby 
authorized  to  draw  his  warrant  upon  the  State  Treasurer  for 
the  sum  hereby  specified,  or  any  part  thereof,  upon  the  pre¬ 
sentation  of  the  proper  voucher  or  vouchers  signed  by  the 
Governor,  and  the  Treasurer  shall  pay  the  same  out  of  the 
money  hereby  appropriated. 

Section  3.  Said  commission  shall  file  its  report  on  the 
first  day  of  the  session  of  the  next  General  Assembly  in  both 
houses. 

Approved  June  9,  1909.” 

The  Commission  met  at  Springfield,  Illinois,  on  the 
26th  day  of  April,  1909,  in  executive  session,  for  the  pur¬ 
pose  of  organization  and  consideration  of  the  work  as  out¬ 
lined  in  the  resolution.  This  meeting  extended  over  a  period 
of  two  days.  At  the  first  day’s  session  Mr.  E.  W.  Lyman 
was  elected  President  and  Mr.  George  C.  Gill  Secretary. 
The  remainder  of  the  sessions  of  this  meeting  were  occupied 
by  discussion  and  a  review  of  the  scope  and  character  of 
investigation,  the  nature  of  the  testimony  desirable  and  the 
persons  from  whom  it  could  be  obtained.  At  an  early  ses- 
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sion  of  the  Commission  it  was  determined  that  no  perma¬ 
nent  or  valuable  results  could  be  expected  unless  the  inves¬ 
tigation  was  of  a  character  so  comprehensive,  that,  when 
completed,  the  record  should  show  at  least  the  most  import¬ 
ant  features  of  the  relation  of  the  fire  insurance  business 
to  the  insuring  public. 

The  most  important  expression  of  this  relation  is  found 
in  the  rate  paid  for  insurance,  and  it  is  to  this  important 
factor  that  the  resolution  of  the  General  Assembly  refers 
and  with  which  the  Commission  is  called  upon  to  deal.  The 
importance  of  the  business  of  fire  insurance  to  the  peopl# 
of  Illinois  need  not  here  be  discussed,  but  that  a  general 
idea  of  the  magnitude  of  the  business  may  become  a  part 
of  this  report  and  thereby  perhaps  be  better  understood  and 
appreciated,  it  may  be  suggested  that  the  total  amount  of 
fire  insurance  written  in  the  United  States  for  the  year  1909, 
so  far  as  reported  to  the  departments  of  the  several  States, 
was  $33,1 17,668, 129.00  at  risk,  for  which  was  paid  a  premium 
of  $262,196,532.00.  These  figures  are  taken  from  a  summary 
of  the  reports  made  to  the  insurance  departments  of  the 
several  States  for  the  year  ending  December  31st,  1909,  and 
are  believed  to  be  accurate,  so  far  as  they  include  licensed 
companies.  It  should  be  remembered,  however,  that  oper¬ 
ating  in  nearly  every  State  were  a  great  number  of  Lloyds, 
inter-insurers,  reciprocal  and  individual  underwriters,  unli¬ 
censed  Mutuals,  and  other  kindred  varieties  of  underwriting 
activity,  all  of  which  make  no  reports  and  furnish  no  avail¬ 
able  statistics  to  the  States.  A  conservative  estimate  indi¬ 
cates  that  these  forms  of  insurance  activity  supply  at  least 
twenty  per  cent  of  the  total  indemnity  purchased  by  the 
Am.erican  public. 

In  Illinois  the  amount  of  insurance  written  during  the 
year  1909  was  $1,778,804,044.00  at  risk,  for  which  was  paid 
a  premium  of  $22,160,892.00. 

Statistical  information  filed  with  the  Commission 
shows,  that  the  average  rate  paid  for  fire  insurance  in  the 
United  States  for  the  year  1909  was  1.123  or  $11.23  per 
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$1,000.00  of  insurance,  and  that  in  Illinois  the  average  rate 
for  the  same  year  was  1.22  or  $12.20  per  $1000.00  of 
insurance. 

It  will  be  observed  that  the  average  rate  of  the  State 
of  Illinois  was  ten  cents  higher  than  the  average  rate  of  the 
entire  country,  thirty-six  States  having  a  higher  average 
rate  and  ten  States  a  lower  average  rate. 

At  a  proper  time  in  this  report  will  be  discussed  some 
of  the  conditions,  physical  and  otherwise,  which  contribute 
to  rates  and  premium  charges,  and  the  reasons  for  these 
rates  and  for  differences  in  various  parts  of  the  country, 
and  these  differences  and  their  causes  will  be  compared,  and 
so  far  as  appears  necessary  accounted  for. 

For  the  purpose  of  giving  to  the  meetings  of  this  Com¬ 
mission  the  widest  possible  publicity  and  affording  to  all 
interests  ample  opportunity  for  a  hearing,  it  was  determined 
that  the  first  meeting  of  the  Commission  should  take  place 
in  the  city  of  Quincy,  Illinois,  in  response  to  an  invitation 
from  the  officials  of  the  Chamber  of  Commerce  of  that  city, 
and  that  there  should  be  held  meetings  in  other  towns  and 
cities  of  the  State  as  might  thereafter  be  thought  advisable. 

The  Commission  approached  the  work  of  taking  testi¬ 
mony  and  preparing  a  record  upon  which  this  report  might 
be  based  with  a  considerable  degree  of  hesitation  and  a  full 
knowledge  of  the  fact  that  the  subject  of  fire  insurance  has 
occupied  the  best  thought  and  attention  of  some  of  the  ablest 
minds  of  the  country  for  a  century  or  more,  and  that  the 
problem  of  a  strictly  mathematical  apportionment  of  the 
premiums  paid  to  indemnity  sold  has  been  one  which  under¬ 
writers  themselves  have  frankly  admitted  that  they  were 
unable  to  solve.  There  are,  however,  possibilities  in  this  direc¬ 
tion,  not  available  to  the  insurance  companies  themselves, 
under  existing  limitations  to  which  these  companies  are 
subjected  by  law  and  by  the  various  forms  of  underwriting 
competition  arising  from  the  multiplicity  of  theories  and 
plans  of  operation,  devised  by  underwriting  ingenuity  under 
the  spur  of  unrestrained  competition. 
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The  Commission  has  conducted  its  investigation  not 
alone  from  the  standpoint  of  the  insurance  buyer,  but  from 
that  of  the  insurance  seller.  The  business  of  fire  insurance 
is  of  such  commercial  importance  that  it  ranks  with  banking, 
railway,  express  and  telegraph  service,  and  public  interests 
demand  that  any  legislation  proposed  should  preserve  the 
institution  and  increase  its  usefulness  rather  than  impair 
its  capacity  for  efficient  public  service.  We  have,  therefore, 
called  upon  company  managers  and  officers  with  great  free¬ 
dom,  and  our  requests  for  data  and  information  have  met 
with  prompt  and  intelligent  response  from  underwriters  as 
well  as  the  public  generally.  This  assistance  has  been  of 
great  benefit,  because  the  greater  part  of  the  information 
required  was  of  necessity  in  the  hands  of  the  companies, 
and  is  of  much  more  value  prepared  and  furnished  volun¬ 
tarily  than  if  drawn  out  by  the  tedious  process  of  cross 
examining  unwilling  or  reluctant  witnesses. 

The  final  settlement  of  the  questions  referred  to  the 
Commission  must  of  necessity  depend  upon  the  testimony 
of  experts.  The  fire  insurance  business  is  highly  technical 
in  its  nature,  and  the  testimony  of  those  who  have  had  no 
experience  in  the  business  can  at  best  be  little  more  than 
expressions  of  opinion,  based  upon  comparisons  between 
individual  risks  and  conditions  local  in  their  application. 

The  problem  of  the  proper  adjustment  of  the  fire  rate 
to  fire  hazard  is  not  local  but  general.  That  testimony  is 
of  necessity  most  valuable  which  sheds  most  light  upon  the 
general  situation  embracing  the  entire  field  of  insurance 
activity.  In  the  formulation  of  this  report,  therefore,  two 
considerations  are  constantly  kept  in  mind : 

First :  The  purpose  of  any  recommendation  made  or 
regulation  proposed  is  the  preservation  and  increased  effi¬ 
ciency  of  the  business,  in  rendering  the  character  of  service 
which  the  public  welfare  demands,  the  recommendations 
of  this  Commission  being  designed  only  to  secure  equity  in 
the  apportionment  of  the  insurance  charge  without  favor¬ 
itism. 
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Second :  For  the  purpose  of  this  report  we  adopt  the 
theory  that  the  fire  insurance  rate  is  a  tax,  levied  and  col¬ 
lected  by  private  enterprise,  but  still  economically  a  tax  and 
to  be  treated  as  such. 

It  has  come  to  be  generally  conceded  that  fire  indemnity 
is  not  merchandise  to  be  bought  and  sold  in  the  open  mar¬ 
ket,  as  flour  or  lumber,  subject  to  the  exigencies  of  trade 
and  competition,  but  a  public  service,  and  as  such  subject  to 
proper  regulation,  and  at  the  same  time  that  it  is  entitled  to 
reasonable  protection. 

Regulation  without  protection  would  be  such  tyranny 
as  would  be  abhorrent  to  an  enlightened  people.  This  posi¬ 
tion  is  sustained  by  all  underwriters  and  authorities,  so  far 
as  we  are  advised,  and  has  not  been  questioned  from  the 
witness  stand  or  otherwise  during  the  progress  of  our  inves¬ 
tigation. 

The  Commission  has  undertaken  its  work  in  the  hope, 
at  least,  that  by  listening  to  the  opinion  of  all  persons  inter¬ 
ested  in  any  way  in  this  many-sided  and  important  activity 
some  light  might  be  shed  in  the  report,  some  information 
furnished,  and  some  solution  proposed  which  might  reduce 
the  inequalities  arising  frorh  the  practical  transaction  of  the 
business,  and  possibly  some  suggestion  made"  which  would 
be  helpful  and  finally  crystallize  into  statutory  enactment, 
which  would  make  for  better  and  cheaper  fire  insurance  for 
the  people  of  the  State  of  Illinois. 

Since  the  Commission  was  appointed  it  has  held  fifteen 
sessions  and  has  caused  to  be  examined  eighty  witnesses. 
At  the  several  sessions  and  during  the  examination  of  wit¬ 
nesses  there  have  been  filed  a  great  number  of  books,  pamph¬ 
lets,  reports  and  other  documentary  evidence,  all  of  which 
is  filed  with  the  testimony  and  included  as  a  part  thereof. 

The  Commission  attaches  hereto  and  makes  a  part  of 
this  report  as  Appendix  “A”  the  name,  post  ofiice  address 
and  occupation  of  each  of  the  witnesses  examined,  and  as 
Appendix  “B”  a  list  of  all  the  books,  pamphlets  and  other 
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documentary  evidence  produced  in  the  course  of  examina¬ 
tion  of  witnesses. 

The  witnesses  appearing  before  the  Commission  were 
all  examined  under  oath,  and  the  testimony  consists  of  three 
volumes,  numbered  1,  2  and  3,  which  are  filed  herewith  and 
to  which  reference  will  be  made  from  time  to  time  as  appears 
necessary. 

The  conclusions,  opinions  and  recommendations  con¬ 
tained  in  this  report  are  believed  to  be  warranted  by  the 
facts  and  conditions  as  they  exist  and  have  proper  founda¬ 
tion  in  the  testimony  which  has  been  taken  before  the  Com¬ 
mission.  The  dates  and  places  of  meeting  and  the  time 
spent  at  each  meeting  will  be  found  in  Appendix  “C”  hereto 
attached. 

There  was  an  appropriation  by  the  General  Assembly 
of  $5,000  for  the  expenses  of  the  Commission,  and  a  com¬ 
plete  statement  of  such  expenses  is  made  a  part  of  this 
report,  marked  Appendix  “D.” 

The  preamble  and  first  clause  of  the  resolution  under 
which  this  Commission  was  appointed  contains  two  recita¬ 
tions,  which  are  as  follows : 

“Whereas  the  fire  insurance  laws  of  Illinois  make  no 
provision  whatever  as  to  what  rates  the  fire  companies  shall 
charge  for  business  procured  in  this  State,  the  question  of 
rates  being  one  entirely  with  the  companies  or  bureaus,  and 
there  being  no  officer  in  this  State  who  has  any  authority  as 
to  making  or  changing  fire  insurance  rates ;  and 

Whereas  the  fixing  of  the  classifications  of  municipali¬ 
ties  and  physical  conditions  of  properties  as  a  basis  for  fire 
insurance  rates  in  Illinois  is  also  a  matter  entirely  in  private 
hands  and  not  subject  to  appeal  to  any  public  official  author¬ 
ity;  therefore 

Be  it  resolved  by  the  Senate,  the  House  of  Representa¬ 
tives  concurring  herein,  that  the  Governor  is  hereby  author¬ 
ized  and  requested  to  appoint  a  commission  consisting  of 
five  competent  and  disinterested  citizens  of  Illinois,  whose 
duty  it  shall  be  to  obtain  information  and  to  report  to  this 
General  Assembly  their  judgment  as  to  the  advisability  of 
enacting  a  law  regulating  fire  insurance  rates  in  this  State.” 

Under  this  resolution  it  was  clearly  the  duty  of  the 
Commission  to  make  a  reasonably  careful  and  exhaustive 
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examination  of  tire  insurance  and  its  relations  to  the  insur¬ 
ing  public,  and  to  this  end  we  have  listened  to  the  testimony 
of  a  great  number  of  insurers,  large  and  small,  in  the  various 
parts  of  the  State,  and  to  a  great  number  of  insurance 
agents,  managers  and  company  officials,  so  that  we  have  in 
the  record  some  view  point  from  an  authoritative  source  of 
nearly  every  angle  of  fire  insurance. 

Without  an  investigation  of  this  kind  no  conclusion 
which  would  be  intelligent  or  in  any  way  beneficial  would 
be  possible,  nor  do  we  think  that  simply  a  report  of  what 
has  been  done  with  our  conclusions,  sufficient  under  the 
circumstances  to  constitute  what  we  conceive  to  be  a  com¬ 
plete  discharge  of  our  duties  under  the  resolution  by  which 
we  were  appointed. 

It  does  not  seem  proper  at  this  time  to  submit  the  tes¬ 
timony  taken  with  a  simple  recommendation,  but  if  we  are  to 
make  our  final  recommendations  as  intelligible  as  possible,  it 
appears  necessary  to  enter  upon  some  discussion  of  insur¬ 
ance  conditions  and  of  the  reasons  which  led  the  Commis¬ 
sion  to  the  conclusions  hereafter  announced,  as  well  as  to 
the  recommendations  which  form  a  part  of  this  report. 

It  must  also  be  kept  constantly  in  mind,  that  a  report 
such  as  this  is  designed  to  be,  while  it  must  to  some  extent 
deal  with  the  details  or  particulars  of  the  business,  should 
have  for  its  chief  purpose  a  consideration  or  survey  of  the 
whole  field  of  fire  insurance  activity.  - 

Fire  insurance,  as  we  notice  elsewhere,  is  one  of  the 
important  economic  factors  in  our  civilization  and  as  such, 
should  be  treated  in  a  broad  way  and  its  relation  to  the  State 
broadly  defined. 

If  therefore,  this  report  should  at  any  time  contain 
expressions  commendatory  of  any  branch  or  variety  of  the 
business,  or  emphasize  the  economic  importance  of  some 
system  of  transacting  the  business  in  comparison  with 
others;  such  expressions  must  not  be  construed  necessarily 
as  criticism,  but  as  the  result  only  of  what  appears  to  follow 
naturally  from  our  testimony. 
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The  State,  in  the  final  analysis,  has  and  should  have 
the  right  to  say  by  what  agencies  its  economic  necessities 
are  to  be  served,  and  if  it  should  be  discovered  that  some 
variety  of  the  insurance  business  is  not  performing  its 
proper  function,  why  should  it  not  be  either  reformed  or 
eliminated? 

We  conceive  it  our  duty,  as  far  as  possible,  to  examine 
the  various  methods  of  conducting  the  fire  insurance  busi¬ 
ness  and  their  relation  to  the  State,  the  insurance  public, 
and  to  here  report  our  conclusions  perhaps  critically,  but 
in  no  spirit  of  condemnation  or  unkindness. 

Existing  conditions  whether  good  or  evil,  are  part  of 
our  commercial  evolution;  to  be  accepted  as  facts,  and  dis¬ 
cussed  fairly  and  impartially. 

The  Commission  attempts  simply  to  show  the  economic 
relation  of  each  variety  of  underwriting  activity  to  the  State, 
and  if  in  this  analysis,  it  appears  that  some  form  of  the 
business  serves  the  economic  need  better  than  others,  the 
facts  are  to  blame  not  the  Commission. 

The  most  important,  indeed  the  controlling  factor  in 
determining  the  fire  rate  and  its  apportionment  to  indemnity 
furnished  is  of  course  fire  waste,  and  the  reduction  of  this 
waste  is  a  problem  which  now  seems  to  be  perplexing  not 
only  the  insurance  companies,  but  State  officials  and  the 
people  generally,  who  have  come  to  regard  it  as  one,  if  not 
the  most  important  factor  in  the  national  waste  which  is 
now  agitating  the  public  mind.  The  subject  of  fire  waste 
is  now  attracting  more  attention  from  the  press  and  public 
at  large  than  ever  before  in  our  history. 

The  United  States  destroys  or  permits  to  be  destroyed 
by  fire  more  property  than  any  civilized  country,  and  our  na¬ 
tional  fire  losses,  in  proportion  to  our  insurable  values,  are 
from  six  to  twenty  times  those  of  any  European 
nation.  From  a  recent  report  of  the  United  States 
Geological  Survey  Bureau,  entitled  “The  Fire  Tax 
and  Waste  of  Structural  Materials  in  the  United  States,” 
it  appears  that  the  actual  fire  losses  in  the  United 
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States  through  destruction  of  buildings  and  their  contents, 
in  the  year  1907  amounted  to  $215,084,709.00  or  $2.51  per 
capita.  The  per  capita  loss  in  the  six  leading  cities  of  Europe 
averaged  during  the  same  year  but  33  cents.  A  comparison 
shows  that  if  the  buildings  in  the  United  States  were  as 
nearly  fireproof  as  in  Europe,  the  annual  fire  loss  would  be 
reduced  to  about  one-fifth  of  its  present  volume.  Fire  waste, 
however,  does  not  concern  itself  exclusively  with  property, 
for  it  is  estimated  that  in  the  United  States  fifteen  hundred 
people  are  killed  and  five  thousand  injured  annually  as  a 
direct  result  of  fire. 

These  figures  are  significant  and  are  quoted  chiefly  for 
the  purpose  of  attracting  attention  to  the  magnitude  and 
complexity  of  the  problems  found  in  the  active  transaction 
of  fire  insurance.  We  find  from  the  testimony  of  a  number 
of  witnesses  who  have  personal  knowledge  of  building  condi¬ 
tions  in  Europe  and  elsewhere  that  construction  in  those 
countries  is  almost  exclusively  of  stone  or  some  other  fire¬ 
proof  material;  that  police  regulation,  building  supervision 
and  punishment  for  incendiarism  are  far  more  thorough 
than  in  this  country — indeed,  are  probably  far  more  drastic 
than  our  people  would  be  willing  to  endure. 

Some  interesting  statistical  data  will  be  found  in  the 
testimony  of  Mr.  J.  D.  Browne,  President  of  the  Connecticut 
Fire  Insurance  Company  (vol.  3,  p.  464).  This  witness 
collected  and  produced  before  the  Commission  certain  facts 
relating  to  the  construction  of  a  number  of  the  principal 
European  cities,  with  an  account  of  the  number  of  fires 
annually,  the  methods  of  their  investigation,  and  the  admin¬ 
istration  of  laws  and  ordinances  upon  the  subject.  One  city 
will  serve  as  an  illustration. 

“VIENNA,  population  795,787.  No  wooden  buildings. 
There  is  no  known  case  in  this  city  where  a  conflagration 
has  extended  beyond  the  building  in  which  it  originated,  and 
few  cases  are  known  where  it  has  extended  beyond  the  floor 
where  it  originated.  This  is  accounted  for  by  the  solidity  of 
the  building,  the  strict  fire  regulations  and  a  fairly  good  fire 
department. 

One  provision  of  Section  46,  Fire  Regulations,  runs  as 
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follows:  ‘After  every  fire  the  police  authorities,  together 
with  the  chief  of  the  fire  department,  are  obliged  to  make 
a  thorough  investigation  as  to  the  beginning,  extension  and 
effect  of  the  fire  and  as  to  the  cause  and  eventually  as  to 
guilty  persons.’  ” 

In  many  European  countries  the  tenant  is  responsible  to 
his  landlord  and  to  his  neighbors  for  any  carelessness  in  the 
use  of  the  property  he  occupies  which  results  in  fire.  In 
other  words,  the  person  whose  negligence  causes  a  fire  under 
no  circumstances  may  profit  by  it,  and  in  addition  may  be 
penalized,  if  the  conditions  appear  to  warrant  a  penalty.  The 
enforcement  of  strict  building  supervision,  police  regulation 
and  personal  responsibility  without  doubt  accounts  in  a  large 
measure  for  the  otherwise  incredible  difference  between  fire 
waste  in  Europe  and  the  United  States.  For  instance,  Ber¬ 
lin  has  a  population  larger  than  Chicago  and  during  recent 
years  has  grown  with  equal  rapidity.  The  annual  fire  loss 
of  Chicago  may  be  said  to  approximate  five  million  dollars, 
while  the  annual  fire  loss  of  Berlin  rarely  exceeds  one  hun¬ 
dred  fifty  thousand  dollars.  In  the  older  European  coun¬ 
tries  lath  and  plaster  partitions,  concealed  places  in  floors 
and  walls  and  generally  flimsy,  or,  as  we  term  it,  quick-burn¬ 
ing  construction,  are  things  unknown.  The  mixed  character 
of  our  population,  the  wonderfully  rapid  growth  of  our 
cities  and  the  general  disregard  for  law  and  public  safety  are 
all  factors  which  preclude  conditions  easily  maintained  in 
the  older  countries. 

The  premiums  received  by  licensed  fire  companies  in  the 
United  States  for  ten  years  ending  January  1st,  1908,  were 
$1,982,122,000,  and  the  losses  for  the  same  period  were 
$1,170,801,000.  The  expenses  were  $687,642,000,  making  a 
total  for  losses  and  expenses  of  $1,868,425,000.  The  differ¬ 
ence  between  the  total  income  and  outgo  of  the  business  for 
this  ten  year  period  is  only  $113,727,000,  and  if  the  increase 
in  the  unearned  premium  reserve  is  taken  into  account  these 
figures  show  that  for  the  ten-year  period  mentioned  there 
was  no  underwriting  profit  on  the  business  as  a  whole.  Again, 
if  we  take  similar  statistics  for  any  ten-year  period  since 
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statistics  have  been  kept  in  the  business,  we  are  unable  to 
find  any  period  where  the  aggregate  net  profits  have 
exceeded  about  3  per  cent,  while  as  will  later  be  shown,  dur¬ 
ing  the  past  ten  years  in  the  United  States  instead  of  being 
a  net  profit  there  has  been  a  net  loss  on  the  aggregate  sales 
of  fire  indemnity. 

It  should  be  remembered  that  the  aggregate  profits  or 
losses  referred  to  are  purely  profits  or  losses  on  the  thing 
sold,  namely,  fire  indemnity  as  embodied  in  the  policies 
issued,  and  that  in  most  States  the  printed  conditions  of 
these  policies  are  prescribed  by  law ;  but  the  stock  fire  com¬ 
pany  has  two  sources  of  income : 

First:  Net  profits  on  the  indemnity  sold  as  above 
indicated. 

Second :  Interest  on  the  company’s  assets.  This  inter¬ 
est  is  divisible  into  two  parts,  namely,  interest  on  the  funds 
paid  in  by  policy  holders  which  have  not  yet  been  earned 
either  by  payment  of  loss  or  by  expiration  of  policies.  This 
fund,  known  as  the  unearned  premium  reserve,  is  maintained 
by  every  company  under  the  statutory  requirements  of  the 
several  States  in  which  it  transacts  business.  Taking  all 
business  in  force,  annual  and  term,  this  fund  as  required  by 
law  would  probably  average  about  seventy  per  cent  of  the 
aggregate  annual  premiums,  though  the  companies  are  com¬ 
pelled  to  pay  cash  for  commissions  and  other  running  ex¬ 
penses,  averaging  say  forty  per  cent  of  the  premiums ;  hence 
it  is  probably  not  far  from  the  truth  to  assume  that  the  aver¬ 
age  income  derived  from  the  unearned  premium  fund  would 
be  equivalent  to  interest  at  current  rates  upon  a  sum  equal 
to  say  one-half  the  annual  premiums.  The  States  very  prop¬ 
erly  scrutinize  the  character  of  the  investments  of  the  com¬ 
panies,  and  the  rate  of  interest  is  necessarily  low,  averaging 
probably  not  more  than  4  per  cent  per  annum.  This  would 
yield  the  companies,  as  interest  upon  the  unearned  premium 
reserve,  say  2  per  cent  annually,  which  added  to  the  3  per 
cent  profits  from  the  sales  of  indemnity  during  the  most 
profitable  decades  in  the  history  of  the  business,  would  leave 


13 


a  net  profit  to  all  companies  upon  all  business  of  not  over 
5  per  cent.  This  estimate  does  not  include  the  large  number 
of  companies  that  have  been  forced  out  of  business  by  city 
conflagrations  or  other  causes,  nor  the  companies  still  in 
existence  that  have  had  their  assets  depleted  or  destroyed  by 
conflagrations  and  have  made  the  impairment  good  by  con¬ 
tributions  from  stockholders  or  by  sales  of  new  stock.  A 
number  of  the  most  prominent  stock  fire  companies  now 
doing  business  in  this  .country  have  been  saved  from  destruc¬ 
tion  in  this  way,  and  so  far  as  the  fire  companies  of  this 
State  are  concerned,  the  Chicago  fire  wiped  every  Illinois 
company  out  of  existence,  while  the  San  Francisco  fire 
ruined  three  of  the  largest  Illinois  companies.  Two  of  these 
companies  passed  out  of  existence,  while  one  is  able  to  con¬ 
tinue  in  business  because  its  stockholders  heroically  restored 
its  entire  assets  out  of  their  own  pockets.  It  is  facts  such 
as  these  that  cause  fire  underwriters  of  the  longest  experi¬ 
ence  to  contend  that,  taking  the  country  as  a  whole,  no  profit 
has  been  made  from  the  sale  of  fire  indemnity  during  the 
past  fifty  years  or  since  statistics  have  been  kept. 

Each  company’s  own  capital  stock  and  net  surplus  are 
invested  in  stocks  and  bonds,  and  as  before  stated,  these 
investments  must  pass  muster  with  the  State  authorities, 
who  are  prompt  to  rule  out  any  investments  of  doubtful 
character.  The  high  character  of  investments  thus  required 
is  naturally  accompanied  by  a  reduced  income  from  the  divi¬ 
dends  and  interest  received  from  these  investments.  The 
income  derived  from  this  source  probably  does  not  average 
over  4  per  cent  on  the  aggregate  assets  of  the  companies. 
By  the  nature  of  their  liabilities  fire  companies  are  largely 
debarred  from  investing  in  real  estate  loans,  as  the  impend¬ 
ing  danger  of  city  conflagrations  compels  them  to  invest 
in  securities  that  can  be  converted  into  cash  in  the  great 
markets  of  the  country  on  very  short  notice.  Some  com¬ 
panies  have  been  notably  successful  in  investing  their  funds 
in  the  stock  market  and  in  this  way  have  made  more  money 
by  judicious  investments  than  they  have  made  from  under- 
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writing  profit.  It  is  obvious  that  this  income  from  the  com¬ 
pany’s  own  assets  has  no  connection  with  the  transaction 
of  fire  insurance,  as  the  stockholders,  either  singly  or  col¬ 
lectively,  could  invest  their  money  to  better  advantage  with¬ 
out  subjecting  it  to  the  restrictions  of  State  control  or  to  the 
perils  of  city  conflagrations  which  now  and  then  consume 
by  a  single  fire  the  greater  part  of  fire  insurance  capital. 

This  fact  is  shown  by  the  following  excerpt  from  the 
Chicago  Record  Herald  of  December  2d,  1910: 

‘‘A  tabulation  of  eighty-two  American  fire  insurance 
companies,  with  assets  of  over  a  million  dollars  each,  shows 
that  their  earnings  on  investment  not  only  paid  their  entire 
dividends  during  the  past  ten  years,  but  contributed  $46,127,- 
929,  to  make  up  deficiencies  in  the  underwriting  account  due 
to  conflagration  losses  to  strengthen  surplus  funds.  In  addi¬ 
tion  to  this  the  stockholders  of  these  companies  have  con- 
.  tributed  to  surplus  funds,  either  by  assessments  or  by  pre¬ 
miums  on  new  stock  issued,  the  sum  of  $24,621,180,  making 
an  aggregate  of  $70,749,109  earned  by  investments  or  con¬ 
tributed  by  stockholders  in  excess  of  amounts  paid  out  in 
dividends.  During  the  ten  years  the  investment  earnings  of 
the  eighty-two  companies  were  $117,117,733,  while  the  divi¬ 
dends  paid  were  $70,989,804.” 

During  the  long  years  of  heated  controversy  over  fire 
insurance  and  during  the  investigations  of  your  Commission 
the  only  man  not  heard  from  seems  to  be  the  stockholder, 
and  in  him  lies  the  final  goal  to  which  restrictive  legislation 
can  go.  When  and  where  the  silent  stockholder  will  decide 
that  he  can  profitably  shift  his  funds  from  fire  insurance 
stocks  to  some  other  form  of  investment  is  an  economic 
problem  for  each  State  to  determine.  So  far  there  has  been 
no  notable  scarcity  of  investors  in  fire  insurance  stocks, — ■ 
in  fact,  the  constant  and  widespread  assertions  of  interested 
parties  in  regard  to  the  fabulous  profits  in  fire  insurance 
stocks  has  created  a  popular  faith  in  this  form  of  investment 
which  has  been  taken  advantage  of  by  promoters  of  new  fire 
companies.  The  reckless  statements  made  in  the  advertising 
matter  of  these  enterprises  has  finally  caused  the  State 
authorities  to  take  united  and  drastic  action  in  suppressing 
this  form  of  swindling. 
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So  far  we  have  been  describing  the  fire  insurance  busi¬ 
ness  as  a  whole.  An  inspection  of  the  companies  severally, 
indicates  that  while  the  statistical  totals  show  a  net  profit 
ranging,  according  to  the  various  sources  of  information, 
from  nothing  to  a  possible  maximum  of  5  per  cent,  this 
profit,  whatever  it  may  really  be,  has  been  very  unequally 
distributed  among  the  companies.  An  examination  of  the 
reports  filed  with  the  Commission  shows  that  from  the  time 
of  the  Chicago  fire  to  the  present,  about  forty  years,  hun¬ 
dreds  of  companies  have  failed  or  retired.  Possibly  no  fact 
of  greater  significance  can  be  presented  in  this  connection, 
than  the  statement  made  by  Mr.  Charles  A.  Jenney,  F.  S.  S., 
in  the  publication  “Fire  Insurance  by  States,”  1909,  that 
from  1880  to  the  close  of  1908,  912  fire  insurance  companies 
retired  from  business  in  the  United  States,  and  at  the  end 
of  the  period  mentioned  only  162  stock  companies  were 
reporting  to  the  New  York  department.  Of  the  companies 
now  in  existence  worthy  of  consideration,  some  are  losing 
ground  and  evidently  destined  to  an  early  retirement.  Some 
are  barely  holding  their  own,  some  show  what  might  be  con¬ 
sidered  a  fair  growth,  while  a  few  seem  to  be  forging  ahead 
at  a  rapid  pace.  There  is  no  way  of  accounting  for  these 
things  except  through  what  would  be  a  tedious  and  profitless 
analysis  of  the  financial  statements  of  the  several  companies. 
The  disparities  are  no  greater  perhaps  than  can  be  found 
in  other  forms  of  modern  activities  and  may  probably  best 
be  accounted  for  by  the  law  of  survival  found  in  every  indus¬ 
try.  It  is  proper  to  point  out,  however,  the  significant  fact 
that  the  records  do  not  show  a  single  company  that  might  be 
considered  a  notable  success  which  has  begun  business  dur¬ 
ing  the  past  thirty  years  and  done  business  on  its  own 
responsibility,  without  the  backing  in  some  form  of  an  old 
and  strong  company. 

This  bird’s-eye  view  of  fire  insurance  as  a  whole  seems 
necessary  to  an  intelligent  comprehension  of  the  phenomena 
of  the  business.  Indeed,  the  business  as  a  whole  must  com¬ 
mand  our  attention,  for  fire  insurance  is  a  business  of  aver- 
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ages  and  in  any  comprehensive  study  of  its  manifestations 
the  experience  of  a  single  company  is  of  little  more  value 
than  the  experience  of  a  single  risk.  Considering  fire  insur¬ 
ance  in  this  way  as  a  form  of  industrial  activity,  we  find  it 
to  be  transacted  under  two  different  plans,  known  respec¬ 
tively  as  stock  and  mutual  insurance.  In  considering  the 
stock  company  form  of  insurance  it  seems  important  to 
reach  an  intelligent  and  common  understanding  as  to  the 
real  nature  and  function  of  the  company’s  own  assets.  These 
assets  constitute  a  cash  fund  which  the  States  by  their  laws 
require  shall  be  maintained  for  the  safety  of  the  public, 
and  under  the  laws  any  depletion  of  a  stock  company’s  cap¬ 
ital  and  required  surplus  must  be  made  good;  hence  under 
the  theory  of  our  laws  it  seems  to  be  the  clear  intention 
that  the  capital  and  surplus  of  fire  insurance  shall  not  be 
impaired,  but  maintained  for  the  security  of  policy  holders. 
On  the  other  side  the  theory  of  the  stockholder,  like  that 
of  every  investor,  is  that  if  his  investment  is  impaired  he 
shall  have  the  right  to  raise  his  prices  to  make  good  the 
impairment  caused  by  selling  his  goods  below  cost,  and  from 
our  point  of  view  this  cost  is  not  the  cost  to  any  individual 
company,  but  the  cost  shown  by  the  average  transactions  of 
the  entire  business.  The  stockholder’s  cost  is  not  deter¬ 
mined  when  he  sells  his  indemnity,  but  is  revealed  by  the 
expiration  of  his  policies.  When  he  sells  below  cost  he 
becomes  a  creditor,  in  small  scattered  amounts,  of  thousands 
of  policy  holders,  who  may  or  may  not  be  willing  to  pay, 
because  there  is  no  legal  or  even  moral  obligation  on  their 
part  to  make  good  the  deficit.  The  stockholder’s  business 
is  not  wholesale  but  retail,  each  transaction  being  separate. 
He  cannot  sell  his  policies  by  the  gross  or  even  dozen,  but 
must  sell  each  policy  severally,  pinning  his  faith  to  the  law 
of  average  as  developed  by  the  transactions  of  the  business. 
In  any  form  of  merchandising,  service  and  risk  of  this  kind 
would  justify  the  ordinary  retail  profit,  but  the  statistics  of 
the  fire  business  indicate  that  all  stockholders  are  willing 
year  after  year  to  sell  to  all  policy  holders  fire  indemnity 
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for  a  net  profit  of  not  over  5  per  cent.  From  this  view  point 
of  the  State  and  the  stockholder,  it  seems  evident  that  the 
principle  of  mutuality  is  basic  even  in  the  stock  form  of  fire 
insurance,  the  mutuality  manifesting  itself  in  a  wholesale 
rather  than  in  a  retail  way,  as  in  the  so-called  plan  of  mutual 
insurance.  In  both  forms  the  policy  holder  is  expected  to 
pay  the  cost  of  the  indemnity  he  buys,  plus  a  profit  of  say 
5  per  cent  to  the  stock  company,  for  the  safety  vouchsafed 
by  cash  assets.  Mutual  insurance  each  year,  as  determined 
by  its  experience,  raises  or  lowers  the  rate  of  each  policy 
holder.  Stock  insurance  seeks  to  make  its  rate  adjustments 
on  behalf  of  the  entire  business  through  the  application  of 
tariff  measurement.  Mutual  insurance,  so  far  as  shown  by 
the  evidence,  has  no  common  tariff,  and  few,  if  any,  mutual 
companies  appear  to  have  an  individual  tariff ;  hence  it  is 
necessary  that  each  company  name  an  arbitrary  rate  for  each 
risk  or  make  use  of  the  tariff  rates  of  the  stock  companies, 
without,  so  far  as  we  can  learn,  having  made  any  contri¬ 
bution  to  the  expense  of  producing  such  rates. 

Discrimination  seems  to  be  quite  as  possible,  and  is 
probably  even  more  general,  under  the  mutual  plan  than 
under  the  stock  plan,  for  without  any  means  of  measuring 
hazard,  discrimination  is  inevitable. 

This  seems  in  brief  to  be  the  real  difference  between 
the  stock  and  mutual  forms  of  fire  insurance,  and  the  eco¬ 
nomic  question  arises — Is  the  safety  afforded  to  the  public 
by  the  cash  assets  kept  under  State  supervision  worth  the 
average  5  per  cent  that  stock  insurance  seeks  to  collect  for 
the  perils  assumed  by  these  assets  ? 

In  considering  this  question  intelligently  we  cannot 
overlook  the  part  played  by  a  most  important  factor  of  haz¬ 
ard  in  this  country,  which  seems  to  be  practically  absent 
throughout  Europe,  where  rates  are  so  much  lower  than 
here.  This  factor,  known  as  Exposure,  probably  constitutes 
about  one-third  of  the  entire  fire  hazard  of  the  country  and  is 
responsible  for  all  the  combustion  outside  of  the  building 
where  it  originates.  In  every  fire  that  destroys  more  than 
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one  building,  all  the  loss  that  occurs  outside  of  this  build¬ 
ing  is  properly  chargeable  to  exposure ;  hence  in  every  con¬ 
flagration,  whether  two  or  two  thousand  buildings  be 
destroyed,  the  entire  loss  outside  of  the  originating  building 
is  due  to  exposure,  and  every  building  in  every  one  of  our 
towns  and  cities  may  in  a  sense  be  regarded  as  potentially 
a  criminal,  capable  of  destroying  the  entire  town  or  city. 
This  is  no  mere  theory,  but  historical  fact  demonstrated 
every  day  by  conflagrations  which  transform  the  business 
centers  of"Our  towns  and  cities  into  ash  heaps. 

The  State  of  Illinois  furnished  one  of  the  most  emphatic 
illustrations  of  the  unlimited  scope  of  exposure  in  the  great 
Chicago  fire  of  1871.  The  testimony  we  submit  shows  a 
succession  of  these  city  conflagrations  since  that  time,  culmi¬ 
nating  in  the  San  Francisco  conflagration  of  1906.  The  same 
testimony  shows  that  in  the  cities  of  Great  Britain  and 
Europe  fire  underwriters  are  able  to  transact  business  on  the 
assumption  that  fire  never  escapes  from  a  building  and  sel¬ 
dom  escapes  from  the  floor  of  the  building  where  it  origi¬ 
nates.  In  this  great  contagious  factor  of  exposure  we  seem 
to  find  an  intelligent  answer  to  the  question  whether  the 
safety  afforded  to  the  public  by  the  cash  assets  demanded 
by  the  stock  plan  of  insurance  justifies  the  stockholder  in 
exacting  an  average  5  per  cent  profit  on  the  sale  of  fire 
indemnity.  Mutual  insurance  is  not  equipped  for  conflagra¬ 
tions,  for  it  has  no  way  of  meeting  exceptional  demands 
upon  its  comparatively  empty  cash  box  except  through 
assessments  upon  its  membership,  and  the  public  cannot 
afford  to  await  a  slow  and  tedious  process  of  collection, 
which  experience  shows  often  fails  to  collect.  The  result 
is  that  mutual  insurance  is  practically  impotent  to  deal  with 
the  ramifications  of  exposure.  It  must  confine  itself  to  un¬ 
exposed  risks  as  found  in  the  country  and  in  the  outskirts  of 
our  towns  and  cities,  or,  in  the  form  known  as  reciprocal, 
individual  indemnity,  etc.,  in  which  a  number  of  large  mer¬ 
cantile  or  manufacturing  concerns  join  in  insuring  each 
other ;  the  number  of  policies  in  the  business  district  of  any 
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one  town  or  city  must  necessarily  be  limited  to  not  over  five 
or  six.  Whether  this  is  insurance,  in  the  true  sense  of  the 
term,  we  leave  to  economists,  but  it  is  very  certain  that  none 
of  the  varieties  of  mutual  insurance  now  known,  would  be 
of  very  great  value  in  event  of  conflagration  and  thus  far 
at  least  fail  to  serve  the  economic  need.  The  facts  show 
that  the  responsibility  of  shouldering  city  conflagrations  rests 
almost  entirely  upon  the  shoulders  of  the  stock  form  of  in¬ 
surance.  If  the  public  expects  protection  against  these  con¬ 
flagrations  it  must  obtain  it  through  this  form  of  indemnity. 

In  the  tremendous  fluctuations  of  the  aggregate  loss 
ratio  of  the  country  caused  by  these  conflagrations,  we  find 
an  explanation  of  the  widespread  public  prejudice  against 
the  stock  form  of  insurance.  While  the  stockholder  may 
not  expect  an  average  return  of  over  5  per  cent  for  the 
chances  he  takes,  the  losses  of  a  single  year  of  exceptional 
conflagration  will  wipe  out  his  profits  for  a  great  number 
of  years.  To  raise  the  rates  enough  to  enable  him  to  collect 
back  his  deficit  in  a  single  year  is  impracticable,  and  experi¬ 
ence  has  shown  that  any  advance  whatever,  after  a  large 
conflagration,  is  almost  certain  to  make  the  succeeding  years 
exceptionally  profitable  and  cause  a  period  of  public  clamor 
and  rate  cutting  competition.  The  public  mind  does  not 
seem  able  to  grasp  the  idea  that  stock  insurance  is  its  only 
protection  against  great  conflagrations  or  that,  under  the 
principle  of  mutuality,  which  is  fundamental  in  this  form 
of  insurance,  the  losses  resulting  from  these  conflagrations 
must  in  some  way  be  met  by  policy  holders  generally,  through 
a  rate  advance.  In  the  past,  stock  fire  insurance  has  made 
good  the  deficit  caused  by  these  conflagrations  as  best  it 
could  by  assessments  on  stockholders  or,  when  not  inter¬ 
dicted  by  anti-compact  laws,  through  rate  advances  as  far  as 
competition  would  permit.  It  must  be  admitted  that  the 
competition  that  has  done  most  to  prevent  any  systematic 
rate  adjustments  to  meet  these  conflagrations  has  emanated 
from  stock  companies  which,  under  the  fortunes  of  war, 
escape  with  light  losses  because  of  the  small  business  they 
may  happen  to  have  in  the  burned  district.  In  the  perpetual 
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strife  among  stock  companies  themselves,  these  companies 
with  unimpaired  assets  stand  ready  to  seize  the  opportunity 
to  increase  their  business  by  a  general  disregard  of  rate 
advances.  Like  the  public  generally,'  these  companies  are 
not  concerned  with  the  interests  of  either  fire  insurance  or 
the  public  as  a  whole,  but  are  animated  solely  by  a  desire 
to  seize  every  strategic  opportunity  for  individual  benefit. 
Chaotic  conditions  in  the  business  and  unfair  apportionment 
of  rates  between  States,  localities  and  property  classes,  pre¬ 
ferred  classes,  relief  rates,  term  rates  and  blanket  insurance, 
favoritism,  inconsistency  and  discrimination  generally,  may 
one  and  all  be  traced  directly  or  indirectly  to  the  disturbing 
influence  of  city  conflagrations  under  unrestricted  competi¬ 
tion.  That  this  competition  has  inured  to  the  benefit  of  cor¬ 
porations,  trusts  and  large  property  values  generally,  at  the 
expense  of  small  property  owners,  has  been  demonstrated 
in  many  States  where  anti-compact  laws  have  longest  sought 
to  enforce  open  competition  and  by  the  fact  that  recently 
three  States,  Kansas,  Texas  and  Louisiana,  where  these 
laws  have  been  longest  in  force,  have  reversed  their  legis¬ 
lative  theories  and  enacted  laws  compelling  the  fire  com¬ 
panies  to  file  their  schedules,  under  heavy  penalties  for  dis¬ 
crimination.  A  comparative  examination  of  the  laws  and 
rates  of  the  several  States  fails  to  show  any  benefits  that 
have  accrued  to  the  public  in  the  Stdtes  that  have  enacted 
anti-compact  laws,  and  in  Europe,  where  rates  are  but  a 
small  fraction  of  the  rates  prevailing  in  this  country,  we 
have  been  unable  to  find  any  restrictive  laws  of  the  anti¬ 
compact  type. 

In  this  summary  of  conditions  in  fire  insurance  it  is  our 
duty  to  call  your  attention  to  the  subject  of  taxation,  dis¬ 
cussed  elsewhere  at  greater  length.  From  the  published  tabu¬ 
lations  of  the  National  Board  of  Fire  Underwriters,  we  find 
that  the  aggregate  annual  values  of  fire  indemnity  are  taxed 
by  the  several  States  an  average  of  2.65  per  cent.  This  State 
taxation  on  gross  sales  is  as  much  as  the  aggregate  net  profits 
of  all  companies  from  the  sales  of  fire  indemnity  and  seems 
to  indicate  that  stock  insurance  is  transacted  as  a  sort  of 
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silent  partnership  (limited)  with  the  State,  in  which  the 
State’s  half  of  the  profits  has  more  than  the  certainty  of 
dividends  on  cumulative  preferred  stock  in  a  corporation, 
for  the  State  secures  its  preferred  dividend  regardless  of 
whether  the  business  has  made  or  lost  during  the  year.  This 
is  shown  by  the  fact  that  during  the  fifteen  years  from  1891 
to  1906,  inclusive,  the  States  collected  their  taxes  for  nine 
out  of  the  fifteen  years  in  which  the  companies  lost  money. 
During  these  nine  years  the  companies’  loss  on  underwriting 
was  $187,600,652.00,  while  the  States  collected  in  taxes  $38,- 
141,763 ;  the  table  containing  these  figures  will  be  found  in 
the  annual  report  of  the  National  Board  of  Fire  Under¬ 
writers  for  1910,  Appendix  B,  No.  34. 

In  this  incomplete  review  of  fire  insurance  conditions 
we  have  been  compelled  to  consider  conditions  from  the 
standpoint  of  all  States  and  for  the  business  as  a  whole,  for 
it  is  impossible  to  obtain  any  intelligent  idea  of  the  vast  and 
perplexing  manifestations  of  the  business  in  any  other  way. 
Several  hundred  thousand  persons,  male  and  female,  are 
actively  interested  in  fire  insurance  in  some  capacity — stock¬ 
holders,  officials,  employees,  field  men,  adjusters,  raters,  local 
agents  and  brokers  with  divers  duties  and  at  times  antagon¬ 
istic  interests.  While  numerous  associations  exist,  local 
and  sectional,  definite  and  generally  recognized  authority 
does  not  seem  to  be  lodged  anywhere,  'and  fire  insurance 
might  be  called  an  organism  without  a  head — an  organism 
infested  with  parasitism  of  divers  kinds  and  obscure  forms. 
In  earlier  days,  the  business  seems  to  have  developed  a 
rather  high  degree  of  organic  unity  through  controlling  asso¬ 
ciations,  and  many  evils  that  were  plainly  as  injurious  to  the 
public  as  to  the  business  were  held  in  check,  but  the  attitude 
of  these  associations  was  at  times  arbitrary  and  inconsider¬ 
ate  of  the  feelings  of  the  public,  which  through  statutory 
enactment  seems  finally  to  have  disorganized  the  business 
and  left  it  a  prey  to  disintegrating  influences  from  within 
and  without.  At  every  turn  the  problems  in  the  business 
seem  to  be  so  complicated  and  confusing  that  they  do  not 
appear  to  be  generally  understood  by  fire  underwriters  them- 
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selves  and  not  understood  at  all  by  the  general  public.  In 
theory  the  problem  of  a  just  distribution  of  the  burden  of 
fire  waste  seems  to  be  ideal,  but  in  practice  it  has  become 
a  hotbed  of  modern  commercialism,  in  which  companies, 
agents,  brokers  and  large  property  owners  are  engaged  in 
a  struggle  for  advantage. 

With  these  facts  before  you,  it  is  for  your  legislative 
wisdom  to  decide  in  what  spirit  you  will  deal  with  the  fire 
insurance  business — whether  you  will  treat  it  as  a  parasitic 
form  of  gambling  activity  that  preys  upon  the  community, 
or  as  an  indispensable  form  of  service  to  the  body  politic,  a 
service  which  through  its  cash  guarantees,  purveys  safety 
and  confidence  to  commerce,  manufacturing,  transportation, 
banking  and  property  interests  generally,  in  the  face  of  con¬ 
flagrations  unparalleled  in  the  world’s  history. 

Your  Commission  does  not  hesitate  to  state  its  convic¬ 
tion  that  the  latter  is  the  only  true  point  of  view.  Stock 
fire  insurance  is  an  indisputable  necessity  to  the  public. 
Other  forms  of  fire  insurance  are  by  their  nature  limited 
in  their  scope  of  utility  and  of  comparatively  little  value  in 
affording  protection  in  times  of  disaster.  They  serve  but  a 
small  portion  of  the  community  and  protect  but  a  small  part 
of  our  property  values,  and  as  an  economic  necessity  could 
be  dispensed  with  without  appreciable  hardships  to  the  pub¬ 
lic,  while  stock  fire  insurance  cannot  be  so  dispensed  with 
until  the  time  comes,  if  ever,  when  some  better  form  of 
transacting  the  business  shall  have  been  devised.  If  your 
body  believes  that  the  vested  cash  assets  of  stock  fire  insur¬ 
ance  are  entitled  to  compensation  for  the  risks  assumed  in 
guaranteeing  the  solvency  of  this  form  of  insurance,  it 
seems  to  be  a  plain  duty  to  find  the  minimum  of  trade  profit 
in  the  sale  of  its  indemnity  that  will  justify  the  capital  en¬ 
gaged.  If  5  per  cent  is  more  than  adequate,  the  margin  of 
profit  should  be  reduced,  but  whatever  may  be  adequate, 
whether  5  per  cent  or  1  per  cent,  the  business  should  be  so 
protected  that  fire  insurance  capital  would  be  as  sure  of  its 
return  as  capital  invested  in  banking.  Our  inquiries  from 
leading  underwriters  lead  us  to  assume  that  an  assured  mar- 
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gin  of  2^  per  cent,  plus  the  interest  from  unearned  pre¬ 
miums,  is  large  enough  to  warrant  the  present  capital  in¬ 
vested  in  the  business  and  large  enough  to  attract  additional 
capital  as  fast  as  needed  to  protect  the  insurable  values  of 
the  country.  With  this  insignificant  margin  of  profit,  the 
so-called  mutual  form  of  insurance  would  have  little  to  offer 
the  public  over  the  mutuality  that  would  inevitably  result 
from  the  official  recognition  of  systematic  tariff  rating  ap¬ 
plied  to  the  entire  property  values  of  the  country.  We  real¬ 
ize  that  this  is  beyond  the  power  of  any  single  State  to  ac¬ 
complish,  while  other  States  continue  either  to  keep  the 
business  in  a  straight- j acket  or  allow  it  to  run  wild  from 
legislative  neglect.  From  nearly  every  standpoint  fire  insur¬ 
ance  seems  to  be  interstate  in  its  nature,  perhaps  more  nearly 
so  than  any  other  business.  It  is  based  upon  averages  and 
distribution,  and  if  we  take  into  account  large  conflagrations 
neither  average  nor  distribution  can  be  intelligently  applied 
within  the  limits  of  any  single  State. 

This  brings  us  to  our  first  suggestion,  namely,  that  the 
State  of  Illinois  take  the  lead  in  an  effort  to  bring  about 
sane  conditions  in  lieu  of  the  existing  chaos  in  fire  insur¬ 
ance  by  co-operating  with  other  States  in  the  formation  of 
a  uniform  fire  insurance  code  for  use  in  all  States.  In  this 
connection  we  call  your  attention  to  the  fact  that  the  Na¬ 
tional  Conference  on  Uniform  State  Legislation,  convened 
by  the  National  Civic  Federation  in  Washington,  D.  C.,  last 
January,  passed  the  following  resolution:  ''Resolved,  that 
we  favor  a  uniform  insurance  code  for  adoption  in  the  sev¬ 
eral  States’"  This  action  was  followed  by  a  resolution  ask¬ 
ing  the  National  Civic  Federation  to  organize  State  branches 
for  the  purpose  of  promoting  the  cause  of  uniformity,  and 
an  invitation  was  given  to  the  National  Board  of  Fire  Un¬ 
derwriters  to  name  representatives  of  the  insurance  interests 
in  each  of  the  several  States  as  members  of  each  branch. 
The  question  of  preparing  a  uniform  code  has  been  assigned 
to  the  Committee  on  Laws  of  this  body.  The  State  of  Illi¬ 
nois  would  riot  do  a  wiser  thing  than  to  refer  this  subject 
to  its  insurance  department,  with  instructions  to  co-operate 
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actively  in  this  movement  and  use  its  influence  in  securing 
like  co-operation  from  other  States.  The  Commission  does 
not  make  this  suggestion  having  in  view  Federal  control,  but 
that  the  business  of  insurance  may  be  supervised,  as  at  pres¬ 
ent  by  the  several  States,  but  under  laws  which  will  have 
the  same  meaning  and  application  in  Maine  and  Oregon. 

In  view  of  this  important  movement  for  uniform  legis- 
lation,  which  seems  to  appeal  to  common  sense,  and  pending 
further  action  in  this  direction,  it  is  for  you  to  decide 
whether  any  immediate  steps  are  desirable  in  the  way  of  fire 
insurance  legislation.  Conditions  are  perhaps  as  satisfactory 
in  Illinois  as  in  other  States  and  of  late  in  many  important 
respects  have  been  growing  perceptibly  better.  With  this 
preface  we  will  pass  on  to  the  most  important  features  of  the 
business  in  which  acknowledged  evils  exist,  describe  each  as 
briefly  as  possible,  and  suggest  such  legislative  action  as 
may  seem  advisable. 

Fire  Waste. 

It  is  perhaps  unnecessary  to  suggest  that  it  is  Fire 
Waste  that  makes  fire  insurance  a  public  necessity  or  to  call 
attention  to  the  fact  that  there  is  nothing  sentimental  in  the 
business.  Fire  insurance  is  business  and  not  philanthropy. 
A  man  joins  a  mutual  company,  not  for  the  pleasure  of  pay¬ 
ing  other  people’s  losses,  but  in  order  to  buy  indemnity, 
such  as  can  be  thus  furnished,  on  what  he  regards  the  best 
terms.  Another  man  buys  fire  insurance  stocks,  not  for  the 
purpose  of  scattering  bounty  among  fire  sufferers,  but  in 
the  expectation  of  securing  dividends.  From  any  stand¬ 
point  we  may  regard  it,  policy  holders  must  make  good  their 
own  losses,  plus  the  expenses  of  transacting  the  business. 
Stock  insurance  expects  a  net  profit  of  say  5  per  cent  as 
compensation  for  the  risk  assumed  by  the  cash  capital  it 
puts  up  as  a  guarantee  to  policy  holders  against  fires  of  all 
dimensions  from  a  single  risk  to  an  entire  city.  Any  smaller 
profit  would  in  all  probability  cause  capital  to  seek  other 
and  safer  forms  of  investment.  During  the  ten-year  period 
ending  December  31st,  1910,  stock  insurance  did  not  earn 
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its  5  per  cent  or  any  part  of  it.  On  the  contrary,  for  the 
past  ten  years  it  has  lost  an  average  of  2.8  per  cent  on  every 
dollar  of  indemnity  sold,  as  shown  by  the  last  reports  of 
the  National  Board  of  Fire  Underwriters.  Few  varieties 
of  business  could  stand  an  average  loss  on  their  gross  sales 
of  2.8  per  cent  for  ten  years,  and  if  we  descend  from  gen¬ 
erals  to  particulars,  fire  insurance  has  not  stood  it,  for  many 
companies  have  failed  and  many  others  survive  because  they 
were  able  to  raise  money  by  assessing  their  stockholders  or 
selling  new  stock.  Fire  insurance  assets  are  not  as  large 
as  they  were  ten  years  ago.  Stockholders  are  not  as  opti¬ 
mistic  in  responding  to  heroic  assessments,  and  notwith¬ 
standing  the  reiterated  assertions  of  interested  persons  as  to 
the  fabulous  profits  of  fire  insurance,  the  public  is  not  eager 
to  invest  in  fire  insurance  stocks.  Another  Baltimore  or 
San  Francisco  conflagration  would  probably  produce  disas¬ 
trous  consequences  not  pleasant  to  contemplate.  We  feel 
justified  in  stating  these  facts  plainly,  for  it  seems  time  to 
call  a  halt  on  the  reckless  assertions  which  are  creating  dan¬ 
gerous  delusions  in  the  popular  mind. 

In  our  judgment  the  safety  of  the  American  public  de¬ 
pends  upon  the  ability  of  stock  insurance  to  make  good,  in 
the  event  of  an  impending  city  conflagration  which  may 
occur  at  any  time.  Fire  rates  in  the  United  States  are  dis- 
couragingly  high,  but  during  the  past  ten  years  they  have 
not  been  high  enough  to  make  good  the  fire  waste  and  ex¬ 
penses  of  the  business,  and  the  only  hope  of  relief  for  the 
public  lies  in  the  reduction  of  fire  waste  and  expenses.  The 
former  may  be  accomplished  by  legislative  enforcement  of 
better  building  construction,  greater  care  in  the  storage  and 
sale  of  combustible  and  explosive  substances  and  the  closer 
supervision  of  insurable  property  on  the  part  of  public  offi¬ 
cials  and  owners.  There  are  about  eleven  million  buildings 
in  the  United  States.  These  cannot  all  be  torn  down  and 
reconstructed  for  the  sake  of  lower  rates,  and  any  reduc¬ 
tion  of  hazard  from  structural  betterments  must  come  slowly, 
but  every  fireproof  structure  built  among  combustible  build¬ 
ings  might  be  regarded  as  a  policeman  standing  between 
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belligerants  threatening  to  destroy  each  other.  Important 
results  may  be  expected  from  laws  requiring  safe  chimneys, 
flues,  parapets,  fire  doors  and  shutters, — in  fact,  every  meas¬ 
ure  intended  to  shut  off  exposures  and  as  nearly  as  possible 
confine  every  fire  to  the  building  where  it  starts,  would  be 
a  measure  of  protection  to  the  entire  community  which 
might  be  expected  to  yield  instant  results.  Our  laws  forbid 
the  owner  of  a  dangerous  animal  to  allow  it  to  run  at  large, 
but  they  permit  men  to  erect  and  neglect  buildings  that  are 
a  constant  menace  to  the  life  and  property  values  of  an 
entire  town  or  city.  For  the  reasons  stated,  laws  should  also 
rigidly  regulate  the  handling  and  sale  of  high  combustibles 
and  explosives  which  are  a  menace  to  both  life  and  property. 

The  Commission  believes  that  the  present  Fire  Marshal 
law  when  it  becomes  operative  will  be  instrumental  in  effect¬ 
ing  a  marked  decrease  in  the  burning  ratio  of  the  State  and 
be  a  boon  to  the  people  at  large. 

Much  can  be  accomplished  in  awakening  public  opinion 
upon  the  subject  of  conserving  life  and  property  against  the 
dangers  of  fire  by  a  campaign  of  publicity  through  State 
departments,  and  especially  through  occasional  instructions 
to  pupils  in  our  public  schools. 

If  the  people  of  the  State  can  be  brought  to  realize  the 
importance  of  fire  waste  in  life  and  property  and  how  fully 
the  remedy  is  within  themselves,  we  are  confident  that 
marked  improvement  would  be  observed  in  the  near  future. 
Let  property  owners  understand  that  in  order  to  secure  a 
satisfactory  insurance  rate  they  should  not  only  offer  good 
risks  themselves  but  require  their  neighbors  to  do  the  same, 
and  the  problem  of  reducing  fire  waste  would  be  well  on  the 
way  to  solution. 

Expenses. 

The  entire  outgo  of  fire  insurance  is  found  in  losses 
and  expenses,  unless  we  take  into  account  the  5  per  cent 
profit  before  referred  to.  Having  suggested  the  means  of 
reducing  losses,  it  is  in  order  to  investigate  the  possibility 
of  a  reduction  in  expenses  as  the  only  remaining  source  from 
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which  it  is  possible  to  reduce  rates  without  trenching  upon 
the  cash  assets  of  the  business,  which  public  safety  demands 
shall  be  held  intact.  The  average  expenses  of  stock  insur¬ 
ance  during  recent  years,  as  shown  by  tabulated  reports  to 
State  departments  which  we  have  examined,  has  been  about 
38^2  per  cent  of  the  aggregate  premiums  received.  This 
expense  is  divisible  into  two  distinct  parts,  one  of  which, 
known  as  fixed  expense,  covers  such  items  as  salaries,  rents, 
stationery,  printing,  adjustments,  inspection,  rating,  travel¬ 
ing  expenses,  etc.  Considered  as  a  ratio,  fixed  expense  de¬ 
creases  in  proportion  as  the  volume  of  annual  income  of  a 
company  increases.  For  example,  if  the  fixed  expenses  of 
a  company  be  $100,000  per  annum,  they  would  be  10  per 
cent  if  its  annual  premiums  were  $1,000,000,  or  only  2  per 
cent  if  its  premiums  were  $5,000,000  per  annum.  This 
makes  increase  of  premiums  a  vital  necessity  if  a  company 
expects  to  survive  in  the  stress  of  modern  competition.  The 
only  way  a  company  can  increase  its  premiums  is  to  secure 
more  agents  and,  as  far  as  possible,  increase  the  premiums 
received  from  each  agent.  The  most  effective  way  to  secure 
more  agents  and  more  business  is  to  furnish  inducement  in 
the  size  of  commissions  paid  agents.  This  accounts  for  the 
reckless  and  at  times  seemingly  insane  competition  to  secure 
agents  and  premiums.  A  comparison,  taken  from  published 
reports,  shows  that  during  the  ten-year  period  from  1860 
to  1870  the  average  expenses  on  all  business  were  31  per 
cent,  while  during  the  past  four  years  they  have  averaged 
38^  per  cent  of  the  aggregate  premiums  received.  This 
shows  an  increase  of  7^  per  cent  in  total  expenses,  and 
the  question  arises  whether  or  not  this  increase  has  oc¬ 
curred  in  the  fixed  expenses.  A  similar  comparison  of 
the  commissions  which  form  a  part  of  the  preceding  total 
expense  shows  that  during  the  same  period  commissions 
increased  from  11.32  to  21.50  per  cent — an  increase  of 
10.18  per  cent.  From  this  it  follows  that  while  commis¬ 
sions  have  increased  10.18  per  cent,  or  nearly  double,  since 
1870,  other  expenses  have  decreased  2.68  per  cent.  This, 
however,  does  not  tell  the  whole  story.  It  is  conceded 
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that  State  taxes  have  materially  increased  since  1870  and 
that  the  stock  companies  are  now  maintaining  labora¬ 
tories  for  the  investigation  of  fire  hazard  in  all  its  present 
ramifications,  also  salvage  corps  in  the  large  cities,  be¬ 
sides  high  salaried  experts  in  inspection  in  all  parts  of  the 
country.  In  addition  to  these  new  factors  of  expense,  the 
work  of  measuring  fire  hazard  has  constantly  grown  more 
technical  and  expensive,  and  this  work,  which  did  not 
exist  in  1870,  when  each  company  as  a-  rule  simply 
guessed  at  its  rates,  has  grown  into  an  important  item 
of  expense,  averaging  about  1^  per  cent.  It  is  safe  to 
assume  that  the  item  of  fixed  expense  has  been  increased 
at  least  three  or  four  points  by  work  now  regarded  as 
necessary  for  the  welfare  of  the  public  and  the  business. 
This  would  indicate  that  while  commissions  have  in¬ 
creased  10.18  per  cent,  fixed  expenses  have  decreased 
about  6  per  cent. 

Turning  our  attention  from  fixed  expenses  which  ap¬ 
pear  as  percentages  of  premium  income,  we  find  the  lat¬ 
ter  to  be  composed  of  agents’  commissions  and  taxes. 
Commissions,  as  before  stated,  have  averaged  about  21.50 
per  cent  during  recent  years,  while  taxes  have  ranged 
during  the  past  ten  years  from  2.50  to  3.35  per  cent  of  the 
aggregate  premiums  of  the  companies  in  all  states,  or, 
taking  these  two  percentage  items  together,  they  aggre¬ 
gate  about  one-fourth  of  the  total  premium  income  of 
the  companies,  and  figured  upon  the  aggregate  premiums 
of  last  year  make  a  total  of  about  $68,000,000  disbursed 
for  commissions  and  State  taxes,  or  for  commissions 
alone  about  $58,428,400.  These  are  formidable  sums  and 
demand  a  careful  examination  as  to  their  economic  justi¬ 
fication. 

Deferring  our  consideration  of  taxes,  we  will  first 
take  up  the  subject  of  agent’s  commissions.  It  seems 
proper  at  the  outset  to  call  attention  to  an  important  dis¬ 
tinction  between  fixed  expenses  and  commissions.  Fixed 
expenses  go  largely  to  the  important  work  of  supervision, 
inspections,  rating  and  adjustments, — in  other  words,* 
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they  maintain  the  regulative  and  supervisory  part  of  the 
business  and  are  largely  unavoidable  in  the  establishment 
of  order  and  system.  A  large  part  of  this  expense  is  with¬ 
out  doubt  advantageous,  to  the  public  as  well  as  the  busi¬ 
ness.  On  the  other  hand,  commissions  perform  the  func¬ 
tion  of  securing  business.  They  largely  represent  the 
commercial  side  of  the  business  and  it  is  this  factor  that 
is  most  largely  responsible  for  the  rank  spirit  of  com¬ 
mercialism  so  much  deprecated  at  present  by  public  senti¬ 
ment.  In  the  face  of  this  difference  the  subject  of  com¬ 
pensation  to  agents  demands  our  most  careful  scrutiny, 
and  in  this  scrutiny  must  be  included  brokerage  as  well 
as  commissions,  for  the  broker  is  purely  an  independent 
business  getter  and  may  properly  be  regarded  as  a  side 
manifestation  of  the  spirit  of  commercialism,  in  whom 
this  spirit  rules  supreme,  for  the  nature  of  the  broker’s 
work  is  such  that  he  owes  no  definite  allegiance  either 
to  fire  insurance  or  the  community. 

We  have  endeavored  to  explain  the  reason  why  fire 
companies  have  for  many  years  been  engaged  in  a  mad 
race  for  volume  of  business.  The  neceessary  and  inevit¬ 
able  result  of  this  has  been  a  competition  fatal  to  sound 
and  economical  underwriting  and  expensive  to  the  buyers 
of  insurance,  who  in  the  last  analysis  pay  the  bill. 

This  condition  has  been  very  well  expressed  in  a  re¬ 
port  of  the  committee  on  expense  of  insurance  companies 
to  the  National  Association  of  Insurance  Officials  at  its 
Mobile  meeting  on  September  27,  1910.  In  part  the  re¬ 
port  is  as  follows : 

“As  the  result  of  its  investigattion  your  Committee  is 
persuaded  that  during  recent  years  the  competition  between 
companies  has  been  more  in  the  direction  of  increasing  the 
volume  of  business  written,  with  consequent  increased  ex¬ 
penses,  than  of  lowering  the  cost  to  the  insured. 

“Your  Committee  finds  no  justification  for  the  varying 
conditions  referred  to.  The  cause  is  to  be  found  in  the  ex¬ 
isting  system  of  compensating  agents  and  brokers.  In  the 
judgment  of  your  Committee  this  system  is  grossly  errone¬ 
ous  in  that  it  unerringly  makes  for  increased  expenses  and 
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increased  fire  waste.  Fire  insurance  is  essentially  a  business 
of  averages,  and  there  is  no  sound  business  reason  why  a 
greater  commission  should  be  paid  for  one  class  of  risks  than 
for  another,  nor  why  one  class  should  be  preferred  to  an¬ 
other  class. 

‘  “A  feature  of  the  business  for  which  your  Committee 
can  find  no  reasonable  excuse  is  that  the  compensation  of 
brokers  who  are  employed  by  and  render  service  only  to  the 
property  owner  is  paid  by  the  insurance  companies  from 
whom  they  seek  indemnity  required  by  their  clients.  Your 
Committee  is  of  the  opinion  that  these  services  should  be 
paid  for  by  those  for  whose  benefit  they  are  rendered.  This 
feature  is  but  one  of  the  indefensible  conditions  which  make 
for  increased  expenses  and  is  another  evidence  that  the  com¬ 
panies  are  competing  for  volume  of  business  by  outbidding 
each  other  in  the  price  paid  therefor. 

“The  condition  disclosed  by  the  investigation  include 
another  incongruous  feature.  This  is  that  the  expense  of 
procuring  business  is  greater  in  cities  where  the  demand  for 
the  indemnity  the  companies  have  for  sale  is  in  excess  of  the 
supply. 

“Your  Committee  has  no  criticism  to  make  of  expendi¬ 
tures  for  inspection,  building  codes,  expert  advice  bearing  on 
construction,  electrical  equipment,  etc.,  maintenance  of  lab¬ 
oratories  or  other  agencies  which  make  for  conditions  which 
must  result  in  the  reduction  of  fire  waste.  The  public  should 
and  doubtless  will  endorse  all  expenditures  intelligently  made 
for  these  and  kindred  purposes. 

“Being  of  the 'opinion  that  the  present  system  of  com¬ 
pensating  agents  and  brokers  necessarily  increases  fire  losses 
and  the  expense  of  conducting  the  business  and  is  the  cause 
of  conditions  of  which  the  insuring  public  justly  complain, 
your  Committee  believes  that  practically  all  of  the  unsatis¬ 
factory  conditions  which  agitate  the  public  and  lead  to  un¬ 
scientific  and  unavailing  legislation  designed  to  reduce  the 
expense  of  conducting  the  business  and  consequently  the  cost 
of  fire  insurance,  can  be  eliminated  by  a  radical  change  in 
methods.” 

It  must  be  evident  to  any  student  of  fire  insurance, 
as  it  is  to  this  Commission,  that  too  much  money  is  paid 
in  the  way  of  commissions  and  brokerage  to  persons  who 
do  not  perform  a  service  commensurate  with  the  pay  they 
receive.  The  Committee  of  the  National  Association  of 
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Insurance  Officials  is  entirely  correct  in  the  conclusion 
that  these  charges  should  be  reduced  and  that  the  ‘‘brok¬ 
erage  evil,”  ^vhich  it  is  admitted  on  all  hands  is  one  of 
the  chief  causes  of  the  trouble,  should  be  remedied. 

We  believe  the  time  is  not  far  distant  in  the  evolu¬ 
tion  of  fire  insurance  \vhen  every  person  connected  with 
the  business  will  be  required  to  demonstrate  that  he  per¬ 
forms  a  service  commensurate  with  the  compensation  he 
receives,  and  that  he  must  establish  some  better  claim  to 
so  large  a  proportion  of  the  insurance  tax  than  the  fact 
that  he  is  a  friend  or  relative  of  the  property  owner  whose 
insurance  is  to  be  written. 

Theoretically,  and  we  believe  practically,  the  insur¬ 
ance  tax  should  be  fairly  and  equitably  spread  and  this 
cannot  be  done,  if  in  any  localities  expense  conditions  ex¬ 
ist  such  as  we  now  find  in  the  cities  w:hich  are  large  cen¬ 
ters  of  insurance  values. 

No  person  who  performs  a  valuable  service  in  the 
apportionment,  collection  or  distribution  of  the  insurance 
tax,  should  be  denied  proper  compensation,  but  if  that 
service  is  of  value  only  to  some  individual  or  corporation, 
or  possibly  of  no  appreciable  value  whatever,  it  should 
neither  be  recognized  nor  compensated. 

There  seems  to  be  no  reason  why  physical  hazard 
cannot  be  measured  and  equitably  covered  by  the  rate 
or  premium  charge,  and  the  fact  that  there  exists  the  so- 
called  preferred  classes  is  a  confession  upon  the  part  of 
the  insurance  companies  that  these  classes  are  the  victims 
of  overcharge.  In  other  words,  the  very  name  “pre¬ 
ferred”  indicates  that  the  fire  insurance  companies  exact 
from  certain  classes  of  risks  a  greater  margin  of  profit 
than  some  other  classes,  and  a  considerable  part  of  the 
overcharge  upon  the  so-called  preferred  classes  has  been 
used  by  the  companies  for  the  payment  of  excess  com¬ 
missions  and  brokerage,  and  in  our  opinion  this  is  a  prac¬ 
tice  unwarranted  by  any  conditions  which  have  been 
brought  to  our  notice. 
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It  may  be  true,  in  the  case  of  remote  dwellings,  that 
the  amount  involved  is  small  and  the  commissions  upon 
premiums  would  in  many  instances  be  too  insignificant 
to  afford  proper  compensation  for  the  time  and  labor  in¬ 
volved,  but  if  this  is  found  to  be  the  fact,  the  class  of 
dwellings  in  question  should  be  penalized  and  not  all 
dwellings. 

If  there  were  an  equitable  distribution  of  the  pre¬ 
mium  charge  over  all  property  in  the  State,  the  commis¬ 
sion  and  brokerage  evil  would  very  likely  correct  itself, 
because  without  the  overcharge  upon  preferred  classes 
excessive  commissions  would  in  our  opinion  be  impossi¬ 
ble. 

We  find  this  condition  emphasized  by  the  dift’erence 
in  rates  upon  the  dwelling  class,  for  example,  in  Chicago, 
and  over  the  State  at  large,  and  we  are  of  the  opinion 
that  there  is  absolutely  no  reason  for  charging  the  own¬ 
ers  of  dwelling  house  property  in  Chicago  more  for  in¬ 
surance  than  is  charged  for  property  similarly  situated 
over  the  State  at  large,  except  such  reason  may  be  found 
in  the  fact  that  from  10  to  25  per  cent  more  is  paid  for 
commissions  and  brokerage  in  Chicago  upon  business  of 
this  kind  than  elsewhere.  A  considerable  part  of  this 
excess  commission  or  brokerage  is  paid  to  those  who  have 
no  expert  knowledge  of  the  insurance  business  whatever 
and  who,  in  the  opinion  of  this  Commission,  perform  no 
services  for  which  they  are  entitled  to  any  compensation, 
except  such  as  might  be  paid  by  the  owners  of  risks. 

This  conclusion  is  fully  sustained  by  the  testimony 
of  a  great  number  of  witnesses  before  the  Commission 
whose  expect  knowledge  of  the  business  is  not  to  be 
questioned. 

The  Commission  is  very  strongly  of  the  opinion  that 
the  present  expense  of  doing  the  business  of  fire  insurance 
is  too  great  and  that  it  ought  to  be  reduced  and  espe¬ 
cially  the  item  of  commission  and  brokerage,  constituting 
more  than  one-half  of  the  entire  expense  of  the  business. 
In  this  view  practically  all  of  the  experienced  underwrit- 
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ers  who  have  been  upon  the  witness  stand  coincide,  but 
most  of  them  admit  their  inability  or  that  of  the  insurance 
companies  to  regulate  commissions  without  the  assist¬ 
ance  of  the  State. 

The  regulation  of  commissions  by  the  State  would 
be  attended  by  difficulties  because  of  the  numerous  possi¬ 
bilities  of  evasion  of  any  law  that  might  be  enacted, 
though  it  is  true  that  legislation  of  this  character  has 
been  upheld  in  the  regulation  of  life  insurance,  where  the 
problems  of  evasion  are  about  the  same.  The  impossi¬ 
bility  of  securing  united  action  on  the  part  of  all  com¬ 
panies  in  regulating  commissions  is  conclusively  shown 
by  the  history  of  the  business,  for  there  has  never  been 
a  time  when  more  than  a  small  majority  of  the  general 
agency  companies  were  willing  to  join  in  such  regula¬ 
tion,  and  instigated  by  the  opposition  of  agents  to  such 
regulation,  the  laws  of  many  States  forbid  any  agreement 
among  companies  as  to  commissions.  The  theory  of 
these  laws  is  doubtless  found  in  the  claim  that  any  agree¬ 
ment  among  employers  as  to  compensation  of  employes 
or  servants  is  ultra  vires,  but  it  is  a  question  whether  the 
local  agent  in  fire  insurance  is  either  in  fact  or  theory  a 
servant  or  employe  in  the  real  meaning  of  the  term.  The 
usage  of  the  business  is  that  an  agent  may  represent  as 
many  companies  as  he  can  keep  satisfied  with  the  busi¬ 
ness  he  accords  to  each  in  the  distribution  of  his  risks. 
He  is  compensated  not  by  a  fixed  wage,  but  by  an  agreed 
ratio  of  his  sales  of  indemnity.  He  is  in  reality  a  com¬ 
mission  merchant.  Commission  merchants  the  world  over 
are  at  liberty  to  establish  joint  scales  of  commission, 
which  are  generally  imposed  by  so-called  boards  of  trade, 
chambers  of  commerce  or  other  forms  of  association.  On 
the  other  hand,  there  can  be  no  valid  objection  to  any 
number  of  consignors  of  merchandise  agreeing  among 
themselves  what  commission  they  will  allow.  An  insur¬ 
ance  company  is  in  the  same  position  with  its  agents  as 
the  consignor  of  merchandise  for  sale,  for  it  sends  its 
agents  consignments  of  blank  policies  to  be  filled  out  and 
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sold.  Under  the  circumstances  the  relation  between 
principal  and  agent  in  fire  insurance  does  not  seem  in 
any  sense  to  resemble  the  relation  between  an  employer 
and  an  employe,  and  there  does  not  appear  to  be  any 
equitable  ground  why  the  State  should  not  agree  upon  a 
uniform  scale  of  commissions,  if  they  are  able  to  come  to 
an  agreement,  which  seems  to  be  impossible.  The  im¬ 
possibility  of  companies  agreeing  among  themselves  will 
be  understood  from  the  following  brief  recital  of  the  story 
of  commissions.  It  appears  from  the  testimony  that  the 
so-called  Western  Union,  a  company  organization  with 
authority  over  about  twenty  States,  was  organized  about 
thirty  years  ago,  with  about  one-half  of  the  general 
agency  companies  in  its  membership.  The  corner  stone 
of  this  organization  was  a  uniform  commission  of  15  per 
cent,  except  in  a  few  large  cities  where  powerful  agency 
influences  rejected  this  commission.  These  cities  have 
practically  remained  a  law  unto  themselves  with  refer¬ 
ence  to  commissions  ever  since  and  are  mentioned  by  a 
number  of  witnesses  and  commonly  known  as  excepted 
cities.  The  union  companies,  however,  maintained  their 
15  per  cent  commission  elsewhere  for  several  years,  dur¬ 
ing  which  the  nonunion  companies  remained  in  the  same 
agencies  with  them  and,  it  is  charged,  systematically 
bought  the  so-called  preferred  business  from  their  com¬ 
mon  agents,  by  paying  higher  commissions.  The  so-called 
union  companies  say  the  long  sustained  loss  of  their  pre¬ 
ferred  business  finally  compelled  them  to  establish  a 
graded  scale  of  commissions,  ranging,  according  to  the 
desirability  of  the  business,  from  15  to  25  per  cent.  This 
scale  of  commissions  was  allowed  to  agents  who  repre¬ 
sented  only  union  companies,  and  in  mixed  agencies  the 
agent  was  allowed  only  15  per  cent.  This  brought  about 
what  has  been  testified  to  as  the  separation  movement, 
and  the  agencies  in  union  territory,  with  few  exceptions, 
are  now  divided  into  union  and  nonunion.  The  nonunion 
companies  by  this  means  forced  into  agencies  with  each 
other  without  any  agreement  as  to  commissions,  it  is 
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claimed,  continued  their  process  of  securing  business 
from  each  other  by  paying  higher  and  higher  commis¬ 
sions.  This  process  of  bidding  up  commissions  lasted 
until  the  present  year,  when  conditions  became  so  serious 
that  nearly  all  the  prominent  nonunion  companies  organ¬ 
ized  another  association,  known  as  the  Western  Bureau, 
with  a  graded  scale  of  commissions  somewhat  higher  than 
that  of  the  union  companies.  These  facts  show  that  with¬ 
out  some  regulation  of  commissions,  either  on  the  part 
of  the  companies  themselves  or  by  State  legislation,  com¬ 
missions  will  inevitably  continue  to  climb  without  limit, 
and  inasmuch  as  policyholders  themselves  must  pay  com¬ 
missions  as  well  as  losses,  the  story  of  commissions 
plainly  shows  the  economic  necessity  of  imposing  upon 
the  business  some  reasonable  and  uniform  commission 
scale,  for  open  competition  in  commissions  is  a  serious 
public  evil,  for  which  the  patrons  of  fire  insurance  must 
foot  the  bill.  It  ‘  really  a  case  of  the  public’s  paying  the 
freight. 

Without  recommending  a  law  upon  the  subject,  but 
with  a  firm  belief  in  the  salutary  effects  of  publicity,  we 
suggest  that  the  evils  arising  from  this  source  would 
largely  be  cured  by  a  law  requiring  every  admitted  com¬ 
pany  to  file  with  the  State  insurance  department,  sub¬ 
ject  to  public  inspection,  a  copy  of  the  uniform  scale  of 
commissions  it  allows  to  all  agents  in  the  State,  with  a 
penal  clause  for  discrimination.  This  law  might  be  re- 
enfoxxed  by  requiring  the  insurance  department,  in  com¬ 
missioning  every  agent,  to  exact  a  written  agreement  that 
the  agent  will  not,  directly  or  indirectly,  accept  from  any 
company  higher  commissions  than  are  named  in  the  scale 
filed  by  this  company  with  the  insurance  department. 

T  axes. 

This  is  an  element  of  expense  which  seems  to  be 
indefensible  from  any  viewpoint  and  which  is  entirely 
under  the  control  of  the  State.  The  fire  insurance  com- 


36 


panics  doing  business  in  this  State  pay  annually  nearly 
three  per  cent  of  their  gross  premiums  in  the  form  of  taxes. 

These  corporations  should  be  taxed  upon  their  tangi¬ 
ble  property,  but  taxes  upon  premiums,  for  the  support 
of  fire  departments,  and  other  similar  requirements,  seem 
to  be  illogical  and  contrary  to  the  scheme  of  taxation  pro¬ 
vided  for  in  the  constitution  of  the  State. 

Statistics  indicate  that  somewhere  between  60  and 
70  per  cent  of  the  insurable  property  of  the  State  of  Illi¬ 
nois  is  covered  by  fire  insurance,  and  of  necessity  all  the 
premium  receipts  must  come  from  the  property  insured. 

Taxes  upon  reserves  or  upon  premium  receipts  of 
whatever  character  must  then  be  a  tax  upon  only  a  part  ot 
the  taxable  property,  as  much  for  the  benefit  of  the  unin¬ 
sured  as  the  insured. 

Again,  the  reserves  or  premium  receipts  of  fire  in¬ 
surance  companies  are  not  assets  in  the  sense  in  which 
this  term  is  ordinarily  understood,  nor  property  within 
the  taxation  meaning  of  the  term,  but  are  chiefly  sums  of 
money  required  by  law  to  be  set  aside  for  the  protection 
of  policyholders,  and  we  know  that  only  a  percentage  of 
the  total  premium  receipts  of  any  insurance  company  re¬ 
main  at  the  end  of  any  given  year,  yet  the  law  of  Illinois 
provides  for  certain  license  fees  for  agents,  fees  for  filing 
reports,  two  per  cent  tax  for  the  support  of  fire  depart¬ 
ments,  and  that  the  net  premiums  of  all  foreign  insur¬ 
ance  companies  shall  be  taxed  in  the  various  parts  of  the 
State  as  other  personal  property  is  taxed.  No  other  busi¬ 
ness  is  so  far  penalized  as  to  be  taxed  up^n  its  liabilities. 

No  doubt  exists  as  to  the  necessity  of  establishing 
and  maintaining  efficient  fire  departments,  although  it 
is  possible  that  more  care  in  preventing  fires  and  less  at¬ 
tention  to  extinguishing  them  would  produce  better  and 
more  substantial  results  and  an  immediate  and  very  ma¬ 
terial  reduction  in  the  fire  waste.  However  this  may  be, 
the  fire  department  in  any  city  is  established  and  main¬ 
tained  for  the  benefit  of  all  the  people  and  all  the  prop- 
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erty  and  not  a  portion  of  either,  and  so  should  be  sup¬ 
ported  by  taxation  upon  all  property,  not  a  part  of  it. 

It  requires  no  argument  to  convince  any  one  that  all 
items  of  tax  upon  insurance  companies  become  a  part  of 
the  general  premium  charge  and  are  paid  b}^  the  policy¬ 
holders  or  purchasers  of  insurance,  and  so  these  taxes 
are  paid  by  only  a  part  of  the  property  owners  of  any 
community,  but  for  the  benefit  of  those  who  contribute 
nothing  as  well  as  those  who  pay  the  price. 

If  all  the  property  in  the  State  were  insured  for  an 
average  proportion  of  its  insurable  value,  as  we  indicate 
elsewhere  in  this  report  should  be  done,  these  taxes  might 
then  be  so  distributed  as  to  produce  no  injustice,  but  so 
long  as  this  condition  is  not  found  the  burden  falls  upon 
the  thrifty  insurer  for  the  benefit  of  his  improvident 
neighbor. 

The  laws  providing  for  these  impositions  are  sus¬ 
tained  by  the  courts,  not  upon  the  grounds  of  equity  and 
justice,  but  because  the  State  has  a  right  to  prescribe  the 
conditions  upon  which  a  foreign  corporation  may  do  busi¬ 
ness  within  its  borders.  No  State  as  wealthy  and  impor¬ 
tant  as  Illinois  has  or  ever  will  have  sufficient  insurance 
capital  to  take  care  of  its  business  needs,  and  therefore 
the  policy  of  the  State  toward  the  foreign  companies 
should  be  such  as  to  provide  our  people  with  the  greatest 
possible  amount  of  sound  indemnity  at  the  least  possible 
cost,  and  with  only  such  restrictions  and  taxes  as  are 
necessary  to  safeguard  the  business  and  furnish  proper 
supervision. 

The  Commission  believes  that  a  sufficient  tax  should 
be  levied  upon  the  insurance  interests  doing  business  in 
the  State  to  properly  maintain  the  insurance  department, 
that  other  laws  providing  for  taxation  should  be  modified 
and  that  the  premiums  and  reserves  of  fire  insurance  com¬ 
panies  should  not  be  taxed  except  for  the  maintenance  of 
the  department  and  as  Illinois  corporations  are  taxed  by 
other  States. 
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The  cost  of  maintaining  the  insurance  department 
af  the  State  of  Illinois  is  about  $60,000.00  per  annum  and 
the  total  annual  taxes  levied  upon  insurance  companies 
doing  business  in  this  State,  payable  to  the  insurance 
department  and  by  it  returned  to  the  State  treasurer, 
amount  to  about  $425,000.00,  in  addition  to  which  the  fire 
companies  are  taxed  by  niunicipalities  for  the  mainten¬ 
ance  of  fire  departments  and  by  the  various  taxing  bodies 
in  every  county  and  township  in  the  State  upon  their  net 
premiums  as  other  personal  property  is  taxed,  and  by 
net  premiums  is  meant  the  gross  premium  less  the  ex¬ 
pense  of  doing  the  business,  no  losses  being  deducted. 

The  National  Association  of  Insurance  Commission¬ 
ers,  at  its  convention  held  in  Detroit,  Michigan,  in  1908, 
discussed  the  question  of  the  taxation  of  insurance  com¬ 
panies  and  adopted  certain  resolutions  upon  this  subject, 
which  are  in  substance  as  follows: 

1.  Favoring  an  equitable  system  of  uniform  taxa¬ 
tion. 

2.  That  all  laws  authorizing  the  taxation  of  pre¬ 
mium  incomes  in  counties  and  municipalities  as  an  item 
of  property  should  be  repealed. 

3.  That  all  laws  and  ordinances  authorizing  occupa¬ 
tion  or  license  taxes  in  counties,  cities,  towns  and  villages, 
should  be  repealed. 

4.  That  the  laws  of  States  imposing  fees  and  li¬ 
censes  for  the  maintenance  of  insurance  departments 
should  be  revised  upon  an  equitable  basis  and  so  regu¬ 
lated  as  to  produce  no  more  than  enough  to  support  the 
department. 

These  resolutions  express  the  view  of  every  intelli¬ 
gent  insurance  official  and  every  supervising  department, 
so  far  as  the  Commission  has  been  able  to  learn,  and  we 
believe  that  the  present  system  of  taxation  of  fire  insur¬ 
ance  companies  is  unjust  and  inequitable  and  should  be 
revised.  • 
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The  Agent's  Qualifications. 


Having-  pointed  out  the  only  practicable  way  to  les¬ 
sen  fire  rates  through  a  reduction  of  losses  and  expenses, 
it  is  our  duty  to  call  attention  to  another  important  source 
of  leakage,  namely,  the  agent.  Ninety  per  cent  of  the 
annual  business  of  fire  insurance  is  solicited  and  the  poli¬ 
cies  writen  by  local  agents,  paid  by  commissions.  Possi¬ 
bly  an  investigation  of  the  agency  system  may  not  be 
within  the  province  of  the  Commission  under  the  terms 
of  the  resolution  of  the  General  Assembly,  but  if  this 
system  is  responsible  for  any  appreciable  part  of  the 
fire  rate,  which  reflects  the  fire  waste  of  the  country,  it 
seems  to  be  a  legitimate  object  for  our  investigations. 

That  both  ignorant  and  unscrupulous  locaPagents  do 
increase  national  waste  of  life  and  property,  and  neces¬ 
sarily  the  average  fire  rate,  is  a  matter  of  common  notori¬ 
ety  among  fire  underwriters,  as  is  shown  by  the  following 
quotation  from  a  well  known  underwriter: 

‘‘There  is  no  function  incident  to  modern  civilization  in 
which  public  interests  are  more  closely  implicated  than  the 
function  of  the  fire  insurance  agent,  and  no  quasi-public 
servant  who  is  so.  dangerously  free  from  personal  responsi¬ 
bility.  The  railroad  engineer  holds  the  lives  of  a  trainload 
of  people  in  his  hands;  he  is  not  permitted  to  practice  his 
vocation  until  he  has  passed  a  rigid  examination  as  to  his 
competency  and  character;  if  he  blunder  he  is  held  person¬ 
ally  accountable  for  any  failure  in  the  discharge  of  his  duty. 
The  fire  insurance  agent  is  not  required  to  submit  to  an  ex¬ 
amination  as  to  his  mental  or  moral  fitness,  but  he  may  issue 
a  contract  that  will  be  the  direct  cause  of  a  criminal  intent 
which  may  result  more  disastrously  to  life  and  property  than 
a  hundred  railway  accidents.  The  railway  engineer  has  no 
motive  to  be  criminally  reckless;  on  the  contrary,  his  life, 
limb,  reputation,  and  income  depend  upon  the  faithful  dis¬ 
charge  of  his  duty,  but  the  law  holds  him  to  a  strict  reckon¬ 
ing.  On  the  other  hand,  the  agent  is  of¥ered  a  bounty  for 
criminal  recklessness.  He  commits  an  act  which  results  in 
crime  and  disaster,  and  the  law  not  only  exonerates  him  from 
all  responsibility,  but  encourages  the  fire  insurance  compa¬ 
nies  to  offer  the  temptation  which  creates  an  annual  destruc- 
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tion  of  life  and  property  compared  with  which  the  loss  from 
railway  disasters  is  insignificant.  If  the  statistical  estimates 
of  fires  originating  from  moral  hazard  are  within  gunshot 
of  the  truth,  the  American  people  pay  from  twenty  to  forty 
million  dollars  per  annum  for  fires  resulting  in  no  small  part 
from  ignorance  or  criminal  carelessness  of  fire  insurance 
agents.  The  temptation  which  creates  this  carelessness  is 
the  commission  paid  without  regard  to  the  character  of  the 
services,  and  the  measure  of  this  temptation  is  the  size  of 
the  commission.” 

The  race  for  volume  of  business  has,  without  doubt, 
induced  many  companies  to  appoint  persons  to  agency 
position  without  regard  to  more  than  a  single  considera¬ 
tion,  namely.  Does  he  control  or  can  he  secure  certain 
lines  of  insurance?  As  a  matter  of  fact,  most  companies 
in  the  past  have  been  operated  upon  the  theory  that  each 
must  be  represented  by  an  agent  in  every  town  or  city, 
whether  or  not  there  was  any  demand  for  increased  in¬ 
surance  facilities  or  whether  a  competent  agent  could  be 
found.  In  the  most  insignificant  towns  the  strife  of  com¬ 
petition  forces  the  companies  to  push  their  way  into  an 
existing  agency,  if  possible,  or  if  this  cannot  be  done,  to 
appoint  a  new  and  ignorant  agent  to  compete  in  an  over¬ 
done  business. 

We  know  of  no  other  business  which  is  or  could  be 
done  in  this  manner.  Probably  the  system  itself  is 
wrong,  but  if  so,  it  is  not  likely  to  be  abandoned,  and  the 
only  possibility  lies  not  in  doing  away  with  the  system, 
but  in  some  modifications  and  restrictions  which  still  per¬ 
mit  its  existence  but  eliminate  some  of  its  opportunities 
for  harm. 

The  local  agent  is  the  man  who  causes  the  company’s 
liability  to  attach;  he  accepts  or  rejects  the  risks  and 
formulates  the  written  part  of  the  policy  contract.  Upon 
the  agent’s  judgment,  experience,  skill  and  honesty  de¬ 
pend  in  a  very  large  measure  the  rates,  the  character  of 
the  business  and  the  success  or  failure  of  the  companies 
he  represents. 
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The  home  or  department  offices  are  remote  from  most 
of  the  business  written,  inspections  of  necessity  are  infre¬ 
quent  and  then  do  not  take  into  account  the  many  local 
and  purely  personal  considerations  which  contribute  to 
differentiate  between  “good”  and  “bad”  fire  risks.  These 
distinctions,  in  the  main,  are  impossible  to  home  office 
inspectors,  but  easily  within  the  knowledge  of  the  local 
agent.  If  he  is  skillful  and  honest  he  is  the  one  individual 
who  stands  between  the  companies  he  represents  and  the 
dangerous  risk  and  th-e  careless  or  dishonest  insurer.  The 
agent  may  be  naturally  honest,  but  no  man  is  born  with 
skill  and  experience  and  no  man  should  be  permitted  to 
acquire  these  at  public  expense. 

It  is  indisputable  that  the  local  agent  is  the  most  im¬ 
portant  personal  influence  in  the  reduction  or  increase  of 
fire  losses  and  consequently  the  insurance  cost,  and  the 
need  is  for  men  of  character  trained  in  the  business,  who 
know  what  sound  underwriting  means  to  the  entire  pub¬ 
lic,  and  who  realize  their  personal  responsibilities.  Ignor¬ 
ance  has  no  more  place  in  the  fire  insurance  business  than 
in  any  other  activity,  and  dishonesty  has  no  place  any¬ 
where.  Under  the  present  system  no  qualification,  train¬ 
ing  or  experience  are  necessary  to  any  agency  appoint¬ 
ment.  Indeed,  the  agent  is  licensed  at  the  request  of  the 
company — not  at  his  own,  and  while  no  doubt  the  compa¬ 
nies  prefer  experienced  men  and  secure  them  when  possi¬ 
ble,  the  fact  remains  that  thousands  of  agents  are  ap¬ 
pointed  annually  who  have  little  or  no  conception  of  their 
power  or  responsibilities.  State  supervision  of  agents 
might  not  make  them  honest,  but  certainly  could  better 
their  mental  and  moral  qualifications  and  in  a  measure 
remove  the  temptations  which  so  often  lead  them  to  for¬ 
get  the  best  interests  of  their  companies  and  the  com¬ 
munity  they  serve. 

Nearly  every  general  agent  and  company  officer 
agreed  from  the  witness  stand  that  the  present  system 
increased  fire  losses,  was  wrong  and  ought  to  be  cor¬ 
rected,  but  expressed  the  view  that  very  likely  no  correc- 
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tion  was  possible  without  some  action  by  the  State.  No 
“bad’’  risk  was  ever  written  until  some  agent  could  be 
found  who,  through  lack  of  intelligence  or  integrity,  was 
willing  to  write  it,  The  State  should  demand  that  his  con¬ 
tribution  to  the  fire  waste  be  checked  and  if  possible  elimin¬ 
ated.  The  honest  and  careful  insurer  should  not  longer 
be  penalized  by  his  criminal  or  careless  neighbor. 

Nearly  every  trade  or  profession  requiring  any  de¬ 
gree  of  skill  or  amount  of  information  is  now  required, 
in  almost  all  States,  to  present  its  members  for  examina¬ 
tion,  and  applicants  must  satisfy  the  State  of  their  fitness 
for  the  business  in  which  they  propose  to  engage.  Why 
should  not  this  be  required  of  fire  insurance  agents? 
Agency  qualification  would  largely  do  away  with  the 
part-time  man  and  the  agent  who  was  appointed  only  be¬ 
cause  he  could  secure  a  certain  line  of  risks  by  reason  of 
relationship  or  business  connection,  and  this  variety  of 
agents  would  be  replaced  by  men  who  knew  something  oi 
the  business.  Such  a  law  would  mean  real  insurance 
agents — not  a  lot  of  company  appointees  with  whom  fire 
insurance  is  only  a  side  issue.  Greater  efficiency  in  this 
branch  of  the  fire  insurance  busines  would,  in  our  opinion, 
have  an  early  and  appreciable  effect  upon  the  fire  losses 
and  a  corresponding  result  in  premium  reductions. 

What  we  have  said  concerning  the  qualifications  of 
local  agents  applies  with  equal  or  even  greater  force  not 
only  to  brokers,  but  to  special  agents  who  represent  their 
companies  in  the  field.  The  legitimate  duties  of  special 
agents  are  to  appoint  and  educate  their  companies’  agents, 
inspect  its  business,  etc.,  and  in  the  honest  performance 
of  these  duties  by  capable  special  agents  there  is  nothing 
inimical  to  public  interests,  indeed  their  work  if  well  done 
is  absolutely  necessary  and  highly  beneficial,  but  some  of 
these  men  are  entirely  unqualified,  both  mentally  and 
morally.  They  can  rise  to  no  higher  conception  of  their 
duties  than  to  regard  themselves  as  drummers  for  the 
sale  of  their  company’s  policies  and  their  energies  are 
devoted  exclusively  to  the  increase  of  its  premium  re- 
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ceipts,  regardless  of  the  quality  of  the  business  or  the 
dishonest  discrimination  necessary  to  secure  it.  Always 
ready  to  extend  favoritism  to  agent  or  assured,  regardless 
of  sound  underwriting  principles,  they  take  away  all  in¬ 
centive  from  property  owners  to  make  their  risks  less 
dangerous  to  the  community,  and  thus  effectually  thwart 
every  effort  to  reduce  fire  waste  by  the  improvement  of 
structure  and  occupancy.  Some  of  them  travel  from  place 
to  place  educating  their  agents  in  questionable  methods, 
stirring  up  strife  which  may  embroil  all  the  agents  of  a 
town  or  city,  and  stirring  up  demoralization  wherever 
they  go  by  breaking  down  every  standard  and  landmark 
of  their  own  business  and  every  influence  that  tends  to 
reduce  the  fire  waste  of  the  communities  they  visit.  They 
are  more  dangerous  than  local  agents  in  proportion  to  the 
territory  covered  by  their  jurisdiction. 

Local  agents,  brokers  and  special  agents  represent 
the  business-getting  end  of  the  business,  and  a  safe  stand¬ 
ard  of  character  and  conduct  would  tend  to  'stop  the 
spread  of  the  offensive  features  of  commercialism  which 
have  done  so  much  to  bring  fire  insurance  into  disrepute. 

Rate  Making. 

Having  considered  the  outgo  of  fire  insurance  and 
the  economic  possibilities  that  would  result  from  im¬ 
provement  in  the  physical  hazard  of  risks  and  the  char¬ 
acter  of  agents,  brokers  and  field  men,  who  so  largely 
constitute  the  business  seeking  or  commercial  side  of  the 
business,  we  will  now  turn  our  attention  to  the  basis 
schedules  and  local  tariffs  which  are  the  instrumentalities 
for  apportioning  the  fire  tax  of  the  country.  If  the  mar¬ 
gin  of  profit  on  the  sales  of  indemnity  as  a  whole  is  so 
small  that  there  is  no  room  to  reduce  this  tax,  except  by 
reducing  fire  waste  and  the  expenses  of  the  business,  or, 
on  the  other  hand,  by  making  the  deficit  good  out  of  the 
cash  assets  of  the  business,  it  is  in  order  to  inquire 
whether  this  tax  is  equitably  spread  over  the  insurable 
values  of  the  country.  Any  brief  and  general  answer  to 
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this  question  would  necessarily  be  partly  true  and  partly 
false,  for  from  one  point  of  view  the  answer  would  have 
to  be  yes,  and  from  another  no. 

Fire  insurance  regarded  from  its  commercial  side 
reveals  a  good  many  of  the  objectionable  characteristics, 
while  regarded  from  its  other  side,  it  has  many  of  the 
virtues  to  be  commended.  No  one  can  visit  the  fire  patrol 
stations  maintained  by  the  companies  in  our  large  cities 
without  realizing  that  they  are  as  important  and  bene¬ 
ficent  in  their  way  as  our  government  life  saving  stations. 
The  saving  of  property  through  patrol  service  accrues  to 
the  public  in  lower  fire  waste  and  lower  rates.  The  same 
feeling  of  admiration  cannot  be  withheld  after  a  visit, 
such  as  the  members  of  this  Commission  made,  to  the 
laboratories  maintained  by  the  fire  companies,  where  ex¬ 
perts  of  the  highest  grade  are  constantly  engaged  in  in¬ 
vestigating  every  tangible  feature  of  fire  hazard.  These 
laboratories  serve  a  useful  purpose  and  in  their  way  are 
as  directly  in  the  interests  of  the  public  as  our  great  en¬ 
dowed  hospitals  for  the  investigation  of  malignant  dis¬ 
eases.  The  National  Fire  Protection  Association,  com¬ 
posed  of  trained  experts  who  are  graduates  of  the  leading 
technical  schools  of  the  country,  is  doing  a  great  and  use¬ 
ful  work  in  co-operation  with  national  associations  of 
architects,  engineers,  builders,  etc.,  in  the  study  of  fire 
hazard  as  found  in  actual  risks  in  all  parts  of  the  United 
States,  and  in  the  work  of  standardizing  every  important 
elementary  feature  of  hazard,  and  the  testimony  of  Mr. 
Merrill  upon  this  subject  may  be  read  with  very  great 
profit  (Record  Vol.  2,  p.  198).  The  National  Board,  which 
is  the  recognized  statistical  organization  of  the  industry, 
is  investigating  the  phenomena  of  the  fire  insurance  busi¬ 
ness  through  comparative  and  statistical  methods,  and  in 
addition  is  performing  an  invaluable  work  in  investigat¬ 
ing  municipal  protection  in  large  cities,  also  in  tracing  out 
and  prosecuting  incendiarism,  to  say  nothing  of  other 
equally  important  services.  Salvage  associations  are 
maintained  for  the  economic  handling  of  goods  damaged 
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by  fire,  and  adjustment  bureaus  for  the  uniform  economic 
and  equitable  treatment  of  losses. 

These  things  one  and  all  are  for  the  public  good  and 
it  would  be  unjust  to  withhold  our  commendation  of  the 
activities  found  on  this  side  of  the  fire  insurance  business. 
A  narrow  view  of  the  obligations  of  fire  insurance  might 
contend  that  the  only  duty  of  the  business  is  to  take  fire 
waste  as  it  is  and  charge  the  public  for  indemnity  what  it 
may  be  worth,  that  it  is  no  more  the  moral  duty  of  fire 
insurance  to  teach  the  public  how  to  reduce  fire  waste, 
and  thereby  cut  down  the  income  of  the  business,  than 
it  is  for  doctors  to  teach  the  people  to  be  healthy  or  for 
lawyers  to  teach  them  how  to  avoid  litigation.  It  must 
be  said  for  this  side  of  fire  underwriting  that  it  appears  to 
have  done  its  whole  duty  in  the  face  of  widespread  mis¬ 
understanding  and  misconstruction  of  motives,  in  a  fash¬ 
ion  that  cannot  truly  be  called  other  than  public  spirited. 
Thousands  of  broad-minded  fire  underwriters  in  all 
branches  of  the  service,  in  all  parts  of  the  country,  and  at 
great  personal  sacrifice,  are  and  long  have  been  perform¬ 
ing  an  important  public  service  in  the  conservation  of  life 
and  property  and  the  development  of  their  business  in  its 
efhiciency  and  economy  of  service  to  the  public.  It  would 
be  dishonest  on  our  part  to  withhold  this  plain  statement 
of  the  truth. 

Among  these  services  perhaps  none  is  more  impor¬ 
tant,  immediate  and  widespread  in  its  effects  than  the 
work  of  measuring  fire  hazard  in  order  to  apportion  the 
fire  tax  among  property  owners.  This  work,  popularly 
known  as  fire  rating,  probabty  costs  the  companies  about 
two  million  dollars  per  annum,  and  the  responsibilities 
and  expenses  are  by  no  means  shared  by  all  companies. 
A  large  number  of  stock  companies  and  practically  all  the 
Lloyds,  Mutuals,  individual  and  reciprocal  underwriters, 
indemnity  exchanges,  and  other  similar  organizations, 
have  contributed  nothing  to  the  work  and  we  think  have 
done  much  to  make  the  measurement  of  fire  hazard 
worthless  and  by  criticism  and  possible  misrepresenta- 
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tions,  much  to  bring  it  into  disrepute.  No  function  per¬ 
formed  by  fire  insurance  has  been  so  maligned  and  re¬ 
sented  by  the  public  as  rating,  which  has  been  inter¬ 
dicted  under  heavy  penalties  in  many  States.  The  es¬ 
tablishment  of  a  common  system  of  measurement  seems 
to  have  been  regarded  by  legislators  as  prima  facie  evidence 
of  a  trust,  and  nothing  is  more  common  than  public  ref¬ 
erences  to  the  great  fire  insurance  octopus.  In  the  popu¬ 
lar  imagination,  fire  rates  are  arbitrarily  made  to  extort 
from  the  public  all  the  traffic  will  bear  through  secret 
conclaves  and  star  chamber  methods  on  the  part  of  com¬ 
pany  officials.  Testimony  produced  before  the  Commis¬ 
sion  reveals  the  following  facts : 

The  instrumentalities  of  measuring  fire  hazard,  as 
before  stated,  consist  of  what  are  known  as  basis  sched¬ 
ules  and  local  tariffs.  Basis  schedules  embody  an  analy¬ 
sis  of  hazard  into  its  elementary  parts  and  the  hazard  of 
each  risk  is  the  sum  of  the  hazard  of  its  parts  as  found  in 
its  structure,  occupancy  and  exposure,  as  modified  by  the 
protection  of  municipal  or  private  fire  departments  and 
water  supply.  When  the  rates  of  all  risks  in  a  town  have 
been  figured  out  by  the  basis  schedule  they  are  then  ar¬ 
ranged  by  street  or  block  number  and  published  in  a  book 
known  as  the  local  tariff  of  the  town  rated.  The  actual 
work  of  figuring  out  the  rates  and  publishing  local  tai.fffs 
of  all  towns  and  cities  in  each  State  is  now  largely  per¬ 
formed  by  what  are  known  as  independent  State  raters, 
who  publish  and  sell  their  local  tariffs  to  subscribers. 
These  men  have  been  before  us  and  testify  that  they  are 
not  connected  with  any  company  or  set  of  companies. 
They  are  simply  experts  in  measuring  hazard  who  sell 
their  publications  to  those  who  choose  to  buy.  It  will  be 
seen  from  this  that  local  tariffs  are  simply  the  result  of 
the  application  of  basis  schedules,  and  it  is  in  these  and 
their  manner  of  construction  that  we  must  seek  for  the 
basic  facts  of  rate  making.  As  we  have  shown,  the  pub¬ 
lication  of  these  basis  schedules  has  produced  rates  that 
have  left  an  aggregate  net  profit  on  all  premiums  not  over 
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2^  per  cent  for  any  ten-year  period.  It  will  not  be  con¬ 
tended  that  this  profit  on  the  sales  of  indemnity  is  ex¬ 
orbitant,  in  fact,  it  is  so  close  to  the  dead  line  of  cost  that 
rates  as  a  whole  will  bear  no  reduction  unless  a  corre¬ 
sponding  economic  reduction  can  be  effected  in  the  two 
elements  of  outgo,  that  is,  losses  and  expenses.  If  rates 
produced  by  these  basis  schedules  are  not  too  high  as  a 
whole,  the  next  question  that  arises  is.  Do  they  apportion 
the  fire  tax  equitably  among  individuals,  property  groups, 
towns,  cities  and  the  several  States?  This  problem  of  ap¬ 
portionment,  it  appears  to  the  Commission,  presents 
many  phases  and  innumerable  difficulties.  As  a  matter 
of  fact,  it  has  been  the  study  of  the  best  minds  in  the  busi¬ 
ness  ever  since  fire  insurance  took  its  place  among  the 
important  activities  of  civilization.  Fire  rating  as  it  ex¬ 
ists  is  the  result  of  a  long  evolution,  in  which  close  rea¬ 
soning  has  had  to  contend  with  selfish  disturbing  influ¬ 
ences  from-  the  beginning.  It  has  steadily  increased  in 
complexity,  until  today  it  is  not  understood  by  under¬ 
writers  generally,  or  at  least  they  do  not  agree  upon  its 
fundamentals.  The  work  of  constructing  basis  schedules, 
instead  of  being  performed  by  secret  conclaves  of  under¬ 
writers  themselves  under  star  chamber  methods,  as  the 
public  has  been  lead  to  believe,  appears  from  our  testi¬ 
mony  to  have  passed  out  of  their  hands  almost  entirely 
into  the  hands  of  trained  experts.  The  testimony  shows 
that  fire  companies  have  little  or  nothing  to  do  with  the 
construction  of  schedules.  The  schedule  maker  in  fire 
insurance  today  occupies  a  position  analagous  to  that  of 
the  actuary  in  life  insurance.  He  is  expected  to  deal  with 
fire  hazard  by  analysis  and  classification  of  its  elementary 
parts.  There  is  no  room  whatever  for  selfish  personal  in¬ 
fluences  to  participate  in  his  work.  He  deals  with  such 
things  as  the  classification  of  municipal  protection,  build¬ 
ing  materials,  height,  area,  wall  thickness,  parapets,  floor¬ 
way  openings,  flues,  classified  occupancy,  analyzed  expos¬ 
ure,  and  standardization  of  things  too  numerous  to  men¬ 
tion,  any  and  all  of  which  may  appear  in  any  building. 
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Discrimination  or  favoritism  in  the  construction  of  basis 
schedules  appears  impossible  even  if  the  motive  existed. 
During  recent  years  the  measurement  of  fire  hazard  has 
received  the  benefit  of  more  exhaustive  study  than  at  any 
time  in  insurance  history.  New  theories  have  sprung  into 
existence  and  have  been  found  to  survive  the  test  of  actual 
use.  The  highest  scientific  authorities  have  been  con¬ 
sulted  in  regard  to  the  fundamentals  of  measurement 
and  classification  and  it  seems  susceptible  of  proof  that 
fire  insurance  today  stands  in  the  forefront  of  modern 
activities  in  its  successful  efforts  to  make  its  measure¬ 
ments  conform  to  the  demands  of  strictly  scientific 
method. 

So  far  as  the  making  and  application  of  basis  sched¬ 
ules  is  concerned  we  find  little  or  nothing  to  criticise,  for 
in  every  respect  this  work  seems  to  be  entitled  to  be 
grouped  with  the  laboratories,  fire  patrols,  salvage  bu¬ 
reaus,  national  fire  protection  and  statistical  associa¬ 
tions,  etc.,  as  a  beneficent  manifestation  of  the  business, 
for  under  the  application  of  these  schedules  every  man 
may  be  said  to  make  his  own  rate,  and  in  every  direction 
it  is  possible  to  find  improvements  of  hazard  produced  by 
schedule  rating.  The  suppression  of  this  work  in  many 
States  is,  we  believe,  a  mistake  based  either  upon  preju¬ 
dice  or  a  misunderstanding  of  the  facts.  We  have  been 
unable  to  find  any  general  or  widespread  public  preju¬ 
dice  against  schedule  rating  except  as  encouraged  by  com¬ 
petition  of  insurance  activities  that  pay  no  taxes  and 
transact  fire  insurance  as  a  gambling  enterprise,  rein¬ 
forced  by  a  few  large  property  owners  who  appear  to 
resent  the  necessity  for  paying  their  just  share  of  the  fire 
tax.  The  question  then  arises.  Where  does  the  , discrim¬ 
ination  come  from  that  is  complained  of  and  which  very 
likely  induced  the  resolution  under  which  this  Commis¬ 
sion  was  appointed?  This  is  answered  by  the  plain  facts. 
Discrimination  does  not  exist  because  of  schedule  rating, 
but  in  spite  of  it.  It  comes  from  the  commercial  end  of 
the  business,  which  is  always  ready  to  destroy  method 
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and  system  for  selfish  ends.  In  this  connection  it  is 
proper  to  look  upon  schedule  rating  not  as  a  work  com¬ 
pleted,  but  as  a  work  still  in  process,  in  which  the  num¬ 
erous  and  subtle  problems  that  are  constantly  arising  can 
only  be  settled  by  degrees  as  the  various  shifting  factors 
of  hazard  come  to  be  better  understood.  New  elements 
and  new  combinations  of  the  elements  of  fire  hazard  are 
constantly  making  their  appearance  and  these  can  only 
be  met  and  studied  one  by  one  until  they  are  understood 
and  properly  provided  for.  The  business  has  been  con¬ 
fronted  with  an  unusual  number  of  these  new  problems 
during  recent  years  because  of  the  growing  scarcity  of 
lumber,  which  on  the  score  of  economy  has  compelled  the 
public  to  resort  to  other  building  material.  Among  these 
new  structures  we  find  the  modern  steel  construction 
building,  reinforced  concrete  buildings,  cement  block 
building,  tile  buildings,  etc.,  and  in  addition  to  these  must 
be  added  the  widespread  installation  of  sprinkler  systems 
and  fire  alarm  service,  which  are  making  important 
changes  of  hazard  that  can  only  be  measured  when  their 
nature  and  influence  become  understood.  Schedules  have 
been  provided  for  these  new  combinations  of  hazard,  but 
not  such  as  are  generally  acceptable,  and  it  will  take  time 
to  evolve  a  system  for  each  that  will  be  generally  ap¬ 
proved.  Until  this  time  more  or  less  discrimination  in 
estimating  these  new  untried  hazards  must  unavoidably 
exist.  We  will  now  discuss  discrimination  as  found  in 
old  and  well  known  forms  of  hazard  where  there  seems  to 
be  no  reasonable  excuse  for  its  existence. 

Discrimination. 

It  has  been  before  intimated,  that  the  principal  pur¬ 
pose  of  this  report  is  to  call  attention  to  some  of  the  in¬ 
equalities  and  inequities  which  are  found  in  the  fire  in¬ 
surance  business,  as  shown  by  the  testimony  we  have 
taken,  and  finally  to  suggest  what  appear  to  be  appropri¬ 
ate  remedies. 
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The  chief  of  these  evils  is  discrimination,  and  in  some 
form  it  appears  to  have  found  its  way  into  every  phase 
of  insurance  activity. 

It  is  not  impossible  that,  from  the  very  nature  of  the 
business  and  the  conditions  under  which  it  has  been 
built  up  in  this  country,  discrimination  is  inevitable. 

Until  very  recent  years  our  entire  commercial  struc¬ 
ture  was  built  upon  the  familiar  maxim,  “competition  is 
the  life  of  trade.” 

Fire  insurance  has  been  no  exception  to  the  general 
rule,  and  there  has  always  been  a  very  large  class  of  com¬ 
panies  and  individuals  willing  to  engage  in  any  sort  of  a 
race  for  business,  which  promised  even  a  temporary  ad¬ 
vantage.  The  recent  and  general  economic  awakening 
has  served  to  reveal  the  fact  that  competition  is  not  the 
life  of  trade,  but  more  frequently  the  death  of  it.  Dis¬ 
crimination  has  run  riot  in  our  civilization  because  we 
were  all  nursed  in  the'belief  that  “competition  is  the  life 
of  trade,”  without  suspecting  that,  like  most  things,  com¬ 
petition  is  a  mixture  of  both  good  and  evil.  The  competi¬ 
tion  which  comes  from  a  spirit  of  emulation  and  the 
desire  to  render  better  and  more  efficient  service  is  in  all 
respects  good,  but  the  competition  that  causes  cut-throat 
strife  in  the  effort  to  down  each  other  is  vicious.  Today 
the  world  stands  appalled  at  the  revelations  in  the  press 
and  courts  of  our  country  of  the  iniquitous  results  of  un¬ 
restrained  competition.  Out  of  this  agitation  new,  and  it 
is  hoped  saner,  theories  are  coming  to  the  front. 
Society  is  an  organism  which  is  beginning  to  develop 
what  may  be  termed  self-consciousness  and  recognize 
itself  and  its  parts.  It  is  beginning  to  realize  that  each  of 
its  various  organized  industries  is  a  bodily  organ  intended 
to  serve  the  whole,  and  that  if  this  organ  fails  to  perform 
efficient  service  it  must  be  put  into  proper  working  order 
or  eliminated.  Our  maxim  is  to  be  changed  to  read, 
“Emulation  in  service  is  the  life  of  trade,”  and  it  can 
hardly  be  doubted  that  this  change  will  develop  more 
desirable  and  public-spirited  citizenship  than  its  prede- 
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cessor,  for  competition  is  a  term  which  comprehends  dis¬ 
crimination  as  well  as  emulation  in  service,  though  the 
public  has  not  as  yet  grasped  this  fact  and  is  demanding 
things  that  are  mutually  contradictory. 

Our  statutory  laws  are  beginning  to  impose  severe 
penalties  for  all  forms  of  discrimination  without  repeal¬ 
ing  existing  laws  which  impose  equally  severe  penalties 
upon  every  attempt  to  suppress  or  even  ameliorate  the 
evils  of  competition.  This  involves  a  direct  contradiction 
in  terms  which  has  left  all  commerce  in  a  state  of  be¬ 
wilderment  as  to  the  real  meaning  of  our  laws.  Mean¬ 
while  our  court  dockets  are  strewn  with  cases  of  the 
State  vs.  the  railways,  merchants,  manufacturers,  and  the 
life  insurance  companies,  for  discrimination,  while  the 
same  docket  shows  a  long  succession  of  cases  of  the 
State  vs.  fire  insurance  for  its  efforts  to  stop  discrimina¬ 
tion.  The  chairman  of  our  Government  Interstate  Com¬ 
merce  Commission,  appointed  to  enforce  the  Sherman 
and  Interstate  Commerce  Laws,  says  publicly :  ''It  is  out  of 
the  question  to  have  the  presence  of  competition  and  the 
absence  of  discrimination.’' 

In  all  this  turmoil  of  cross  purposes  and  misunderstand¬ 
ings  the  word  Discrimination  has  suddenly  sprung  into 
prominence  as  a  comprehensive  term  for  most  of  the 
evils  that  beset  our  civilization,  but  discrimination  is  as 
old  as  humanity  and  world  wide ;  it  is  simply  another 
name  for  human  nature  seeking  its  own  through  devious 
ways. 

The  Commission  does  not  believe  that  legislation  is 
a  sovereign  remedy  for  all  economic  ills,  nor  that  any 
remedy  suggested  can  do  more  when  applied  to  fire  insur¬ 
ance  than  help  a  little  in  the  right  direction,  but  that 
intelligent  legislation  can  better  the  conditions,  we  are 
very  sure. 

It  is  charged  that  fire  insurance  is  guilty  of  dis¬ 
crimination,  and  the  charge  is  doubtless  true,  but  it  is 
not  alone  in  this  sin,  and  if  it  were  to  be  stoned  to  death 
for  its  offense  there  would  be  considerable  difficulty  in 
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finding  some  one  without  guilt  to  cast  the  first  stone.  During 
all  the  long  period  of  vacillating  and  contradictory  the¬ 
ories  which  have  at  least  given  us  a  true  conception  of 
the  fallacy  of  the  maxim  endorsing  competition,  it  must 
be  admitted  that  fire  insurance  was  a  part  of  our  civiliza¬ 
tion  and  shared  in  the  evil  as  well  as  the  good  of  its  times, 
but  it  is  worthy  of  note  that  fire  underwriters  claim  that 
they  were  in  advance  of  their  day  and  generation  in  being 
the  first  to  see  the  dangers  and  essential  injustice  of  open 
competition, — that  of  all  our  modern  activities  fire  insur¬ 
ance  was  first  to  formulate  and  apply  schedule  measure¬ 
ment  in  order  that  it  might  be  able  to  sell  its  indemnity 
without  discrimination,  and  that  this  was  long  before 
even  the  one-price  system  had  made  its  appearance  in 
business  circles.  It  is  true  that  these  advanced  views 
were  not  and  as  yet  are  not  shared  by  all  underwriters  or 
by  all  forms  of  fire  underwriting,  for,  as  before  explained, 
there  has  never  been  a  time  when  there  were  not  under¬ 
writers  and  companies  transacting  business  on  the  the¬ 
ory  that  discrimination  was  the  life  of  at  least  their  own 
trade. 

Preferred  Classes. 

It  is  an  interesting  illustration  of  the  general  public 
indifference  to  the  evils  of  discrimination  which  our  laws 
are  now  treating  as  criminal  offenses  that  the  terms 
“preferred  classes,”  “non-preferred  classes”  and  “graded 
commissions”  should  have  been  so  long  used  in  fire  insur¬ 
ance  without  the  least  attempt  at  concealment  and  appar¬ 
ently  without  the  slightest  conception  that  they  were  a 
public  confession  of  discrimination.  Several  department 
managers  and  company  officials,  assured  us  from  the 
witness  stand  that  preferred  classes  really  mean  classes 
that  are  so  exceptionally  profitable  to  the  companies  that 
each  company  must  pay  the  agent  graded  commissions  if 
it  expects  to  secure  its  share  in  the  general  scramble  that 
appears  to  exist  for  a  preferred  position  in  every  agency. 
In  other  words,  preferred  classes  mean  classes  that  are 
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discriminated  against,  and  graded  commissions  in  like 
manner  signify  that  higher  commissions  are  paid  for  the 
more  profitable  classes  that  are  discriminated  against. 

The  testimony  indicates  that  prior  to  1900  preferred 
classes  were  generally  understood  to  include  dwellings, 
churches,  schools  and  court  houses,  though  in  many  of  the 
southern  states  dwellings  are  not  and  never  have  been 
regarded  as  preferred.  With  the  development  of  new 
heating,  lighting  and  ventilating  systems,  churches, 
schools  and  public  buildings  have  ceased  to  be  generally 
regarded  as  preferred  as  to  their  rates,  though  as  to  the 
commissions  paid  they  are  still  on  the  preferred  list. 

What  is  known  as  the  graded  commission  scale  in 
Union  territory,  embracing  about  twenty  states,  is  15%, 
20%  and  25%  for  the  so-called  union  companies,  slightly 
higher  for  the  so-called  bureau  companies,  according  to 
the  desirability  of  the  business  at  prevailing  rates.  A 
few  years  ago  brick  mercantile  buildings  (not  their  con¬ 
tents)  began  to  attract  attention  and  they  are  now  treated 
as  preferred  in  their  commissions,  though,  as  shown  by 
the  evidence  of  the^state  rater,  there  has  been  no  change 
of  their  treatment  in  schedule  rating.  Churches,  school 
houses  and  public  buildings  in  the  aggregate  premiums 
they  yield  are  comparatively  unimportant  classes,  and  in 
view  of  the  fact  that  in  their  rating  they  are  no  longer 
considered  preferred,  as  suggested  by  two  witnesses, 
there  would  be  little  or  no  objection  if  they  were  taken 
out  of  the  preferred  class  as  to  their  commissions.  These 
risks  are  now,  as  a  rule,  rated  by  schedule  with  more  care 
than  ever  before  and  there  is  apparently  nothing  to  criti¬ 
cise  so  far  as  their  rates  are  concerned.  This  explanation 
is  made  to  call  attention  to  the  fact  that  the  so-called 
preferred  classes,  to  all  intents  and  purposes,  are  com¬ 
posed  entirely  of  dwellings,  and  it  is  only  in  this  class 
that  we  can  look  for  important  economic  reform.  Town 
dwellings  in  their  property  values  and  premium  yield 
constitute  probably  the  most  important  single  class  in  the 
country.  It  is  claimed,  as  before  suggested,  that  there 
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are  over  eleven  million  buildings  in  the  United  States, 
and  if  we  exclude  country  property,  it  is  possible  that 
town  dwellings  would  outnumber  all  the  rest,  and  while 
as  a  class  it  is  composed  of  small  risk  values,  the  entire 
premiums  from  dwelling  property  constitute  probably 
one-fourth  of  the  aggregate  premiums  of  the  entire  coun¬ 
try.  Dwellings,  as  a  rule,  are  less  exposed  to  city  con¬ 
flagrations  than  other  property,  and  though  the  rates 
seem  low,  they  have  yielded  a  larger,  safer  and  more  uni¬ 
form  profit  than  any  other  prominent  class.  On  account 
of  the  small  average  value  and  premium  of  each  dwelling 
there  has  never  been  any  concerted  effort  on  the  part  of 
dwelling  owners  for  lower  rates.  In  fine,  the  class  that 
has  yielded  the  largest  and  most  uniform  profits  with  the 
smallest  conflagration  hazard  of  any  town  business  has 
paid  its  rates  year  after  year  without  demur,  though  it 
is  proper  to  state  that  dwelling  mutuals  exist  in  all  parts 
of  the  country,  which  are  found  practically  everywhere 
competing  for  this  class.  Many  prominent  companies 
have  taken  advantage  of  this  situation  and  made  their 
start  by  purchasing  dwelling  risks  through  high  commis¬ 
sions,  and  some  of  these  companies  are  said  to  still  retain 
a  large  share  of  this  desirable  class  by  the  same  means. 
Naturally,  with  their  intrenched  privilege,  companies  so 
favored  are  opposed  to  any  reduction  in  dwelling  rates 
or  commissions.  To  this  should  be  added  the  influence 
of  a  majority  of  local  agents,  who  feel  that  the  work  of 
soliciting  and  collecting  the  premiums  for  dwelling  risks 
is  greater  than  with  other  classes  and  that  there  is  no 
necessity  or  common  sense  in  lowering  the  rates  on  a 
class  where  there  is  no  demand  for  such  action.  On  the 
other  hand,  many  if  not  a  considerable  majority  of  com¬ 
panies,  without  what  they  feel  to  be  their  proper  share  of 
this  desirable  class,  contend  that  both  rates  and  commis¬ 
sions  should  be  lowered  because  the  dwelling  class  is 
responsible  to  a  large  extent  for  the  constant  upward 
trend  of  commissions  and  expenses,  to  say  nothing  of  the 
fact  that  it  has  been  the  source  of  most  of  the  friction  in 


55 


the  business,  as  well  as  the  source  of  most  of  the  public 
complaint  over  the  evils  of  fire  insurance. 

It  is  claimed  by  a  number  of  witnesses  that  practic¬ 
ally  every  attempt  to  lower  dwelling  rates  has  emanated 
from  the  companies  instead  of  from  agents,  that  the  ma¬ 
jority  of  agents  uniformly  and  everywhere  has  been 
opposed  to  any  reduction  in  either  the  rates  or  commis¬ 
sions  on  dwellings.  In  the  so-called  excepted  cities  com¬ 
missions  and  brokerage  on  this  class  have  reached  un¬ 
reasonable  limits,  and  in  the  light  of  experience  it  appears 
that  the  business  as  a  whole  is  helpless  in  its  efforts  to 
overcome  these  selfish  influences  and  that  any  reform 
must  come  through  the  aid  of  legislation.  Justice  to 
agents,  however,  demands  the  admission  that  their  com¬ 
pensation  should  bear  some  intelligent  relation  to  the 
actual  labor  they  perform;  that  in  the  large  cities,  espe¬ 
cially,  the  labor  of  securing  dwelling  business  is  percepti¬ 
bly  greater  than  in  securing  the  mercantile  and  manu¬ 
facturing  risks;  in  fact,  a  number  of  agents  testify,  with 
the  competitive  conditions  that  exist,  any  company  allow¬ 
ing  its  agents  in  these  cities  the  same  commission  on  all 
classes  could  not  hope  to  secure  its  share  of  the  dwelling 
business. 

Two  peculiar  features  are  to  be  noted  in  the  rating 
of  dwellings  in  many  states,  namely,  that  no  charge  is 
made  for  the  exposure  from  other  dwellings  and  practic¬ 
ally  no  allowance  made  for  the  protection  of  municipal 
water  supply  and  fire  department.  It  is  doubtless  true 
that  the  exposure  that  emanates  from  a  dwelling  is  ma¬ 
terially  less  than  from  other  classes  because  of  constant 
human  presence  and  the  greater  probabilities  that  every 
fire  will  be  detected  at  its  start.  When  a  fire  is  sup¬ 
pressed  inside  the  building  where  it  starts  there  is,  of 
course,  no  exposure  loss  to  neighboring  buildings,  and 
any  influence  that  tends  to  suppress  fires  inside  the  build¬ 
ings  where  they  start  necessarily  reduces  the  exposure 
factor  to  a  corresponding  degree.  In  addition  to  this, 
agents  claim  that  when  they  have  to  visit  some  suburb 
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in  order  to  measure  the  exposure  of  a  dwelling  risk,  the 
expenses  for  car  fare  and  time  are  frequently  much 
greater  than  the  entire  exposure  charge.  It  is  for  these 
and  other  reasons  doubtless  that  the  general  discontinu¬ 
ance  of  the  exposure  charge  from  dwelling  to  dwelling 
is  justified.  On  the  other  hand,  the  dwelling  class  seems 
clearly  to  be  entitled  to  some  scale  of  credits  for  munici¬ 
pal  fire  department  protection,  and  it  is  not  plain  why  the 
same  dwelling  rate  obtains  under  all  grades  of  municipal 
protection;  in  fact,  it  seems  entirely  unreasonable  when 
we  find  that  frame  dwelling  rates  are  40  cents  per  annum 
everywhere  in  the  State,  with  no  charge  for  exposure 
and  regardless  of  municipal  protection,  until  we  come  to 
dwellings  under  the  full  protection  of  the  Chicago  fire 
department,  where  a  rate  of  50  cents  prevails,  with  a 
liberal  additional  charge  for  exposure.  This  discrepancy 
seems  to  be  all  the  more  glaring  in  view  of  the  high  com¬ 
missions  allowed  for  dwellings  in  that  city.  It  is  very 
hard  to  escape  the  conclusion  that  owners  of  dwellings 
in  Chicago  are  grossly  overcharged.  It  is  plain  that  this 
protection  of  dwellings  from  the  constant  presence  of 
occupants  is  of  equal  value  under  all  grades  of  protection 
and  that  every  fire  suppressed  without  the  actual  aid  of 
the  fire  department  reduces  the  protection  afiforded  by  the 
fire  department  correspondingly,  hence  a  scale  of  reduc¬ 
tion  for  fire  department  protection  smaller  than  that 
accorded  to  mercantile  risks  might  be  justified,  but  it  is 
equally  plain  that  this  protection  does  not  make  the 
dwelling  in  an  unprotected  town  as  desirable  as  the  dwell¬ 
ing  under  municipal  protection,  and  there  is  no  apparent 
reason  why  the  dwelling  class  should  not  be  scaled  down 
according  to  its  municipal  protection ;  in  fact,  we  believe 
that  if  this  were  done  much  of  the  friction,  demoraliza¬ 
tion  and  injustice  generated  by  this  important  class  would 
be  permanently  cured,  for  it  is  a  matter  of  common 
knowledge  that  competition  for  the  dwelling  class  is  most 
acute  in  the  larger  cities  and  towns.  We  have  gone  into 
the  dwelling  class  at  some  length  because  of  its  impor- 
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tance  and  because  discrimination  against  this  class  is 
most  marked,  and  also  for  the  further  reason  that  most  of 
the  dwellings  belong  to  those  who  should  be  favored 
rather  than  injured.  The  ordinary  insurer  with  a  small 
risk,  producing  an  insignificant  premium,  does  not  know 
where  to  go  for  relief  and  couldn’t  usually  reach  the 
proper  rating  authorities  if  he  knew  where  they  were. 
The  large  insurer  can  usually  take  care  of  himself  and 
does  so,  and  this  important  and  vicious  form  of  discrimi¬ 
nation  has  been  found  to  impose  a  burden  upon  a  class 
of  insurers  least  able  to  bear  it. 

Dwelling  rates  in  Illinois  should  be  equalized,  and  if 
the  insurance  companies  decline  to  do  this,  the  State 
should  compel  such  action.  It  must  be  borne  in  mind  that 
the  insurance  authorities  testify,  the  companies  do  not 
make  their  rates,  but  buy  them  of  professional  raters,  that 
schedule  or  analytical  rating  prevails  in  Illinois,  and  that 
the  schedules  as  yet  do  not  apply  to  dwellings.  Over  the 
State  at  large  the  present  rate  of  40  cents  made  by  the 
companies  is  a  relic  of  the  days  before  schedule  rating 
was  applied.  In  Cook  County  the  agents,  not  the  com¬ 
panies,  make  the  rates,  which  may  account  for  the  50  cent 
basis  and  the  exposure  charge. 

Because  of  the  peculiar  and  long  standing  conditions 
we  have  described,  there  has  been  a  motive  for  discrimi¬ 
nation  and  direct  rate  cutting,  for  dwellings  are  so  sim¬ 
ple  in  their  hazard  that  no  analysis  is  necessary,  and 
since  the  exposure  charge  has  been  generally  abolished 
the  dwelling  schedule  in  Illinois  practically  consists  of 
the  simple  statement  that  all  frame  dwellings  in  the  State 
outside  of  Cook  County,  not  exposed  by  risks  other  than 
dwellings,  are  rated  at  40  cents  per  annum.  Inasmuch  as 
dwellings  are  thus  rated  by  a  simple  announcement, 
which  cannot  be  dignified  by  the  name  of  schedule,  it  is 
plain  to  be  seen  that  discrimination  is  easily  possible  be¬ 
cause  it  is  an  independent  action  made  up  without  refer¬ 
ence  to  any  other  schedule,  and  can  be  changed  without 
bringing  about  the  inconsistencies  and  even  absurdities 
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which  would  be  produced  by  hasty  changes  made  in  other 
schedules. 

We  have  a  mass  of  testimony  upon  the  subject  of 
schedule  rating  and  examples  of  its  operation,  and  in 
other  schedules  we  find  painstaking  analysis  and  classifi¬ 
cation  of  what  the  raters  advised  us  are  the  main  divisions 
of  hazard  known  as  protection,  construction,  occupancy 
and  exposure.  It  does  not  appear  from  the  testimony  that 
the  companies  have  had  much  of  anything  to  do  with  the 
formulations  of  these  schedules.  It  would  require  a  long 
and  tedious  description  to  give  an  idea  of  the  new  the¬ 
ories  of  rating  and  the  new  schedules  that  are  going  into 
use  in  the  business,  but  our  examination  has  served  to 
convince  us  that  these  schedules  are  being  fairly  and 
logically  made  without  any  apparent  motive  for  discrimi¬ 
nation, — in  fact,  without  much  possibility  of  intentional 
discrimination,  even  if  the  motive  existed.  There  is  prob¬ 
ably  as  little  room  for  criticism  in  the  modern  theories 
and  creative  work  of  tariff  construction  as  in  any  depart¬ 
ment  of  the  business,  though,  of  course,  when  tariff  rates 
have  been  made  there  is  room  for  endless  discrimination 
in  cutting  the  rates  they  have  established. 

So  far  we  have  described  discrimination,  actual  and 
possible,  connected  with  the  construction  and  application 
of  schedules,  as  well  as  from  individual  rate  cutting  on 
the  part  of  companies,  field  men  and  agents.  This  indi¬ 
vidual  rate  cutting  may  be  through  a  rebate  of  agent’s 
own  commissions  without  the  knowledge  or  consent  of 
the  company,  or  the  agent  may  directly  cut  a  rate  or  rates 
with  the  full  knowledge  of  his  principals.  Again,  an 
agent  may,  with  or  without  the  knowledge  of  his  com¬ 
panies,  discriminate  through  any  one  of  a  number  of 
evasive  means  known  as  the  “tricks  of  the  trade,”  which 
are  far  too  numerous  to  describe.  Our  task  of  describing 
the  various  ways  through  which  discrimination  is  possi¬ 
ble  would  not  be  complete,  however,  without  calling 
attention  to  some  very  important  forms  of  discrimination 
which  have  nothing  whatever  to  do  with  schedules  or 
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their  application.  A  recent  authority  upon  schedule  rat¬ 
ing  advises  us  that  “like  all  other  forms  of  measurement, 
the  measurement  of  fire  hazard  is  based  upon  standards 
and  there  is  probably  no  other  system  of  measurement 
which  requires  so  many  standards  as  the  modern  basis 
schedule.” 

It  seems  to  be  a  fact  that  in  spite  of  the  numerous, 
standards  found  in  basis  schedules,  these  standards  are 
not  provided  for  two  things  that  are  prolific  sources  of 
injustice  and  discrimination. 

One  of  these  is  a  standard  ratio  of  insurance  to  value 
of  property  insured,  and  the  other  a  standard  term  for 
which  insurance  is  to  run. 

The  discrimination  resulting  from  the  absence  of 
these  standards  manifests  itself  in  what  is  known  as 
blanket  insurance  and  term  rates.  Taking  up  the  last 
mentioned  first,  we  find  that  it  is  the  common  under¬ 
standing  that  the  rate  named  in  every  tariff  is  an  annual 
rate,  unless  otherwise  stated.  From  the  early  days  of  the 
business,  however,  it  has  been  an  established  custom  to 
insure  dwellings,  churches  and  public  buildings  at  two 
annual  premiums  for  three  years  and  three  annual  pre¬ 
miums  for  five  years.  During  recent  years  this  usage 
seems  to  have  extended  to  many  other  classes,  in  some 
of  these  classes  the  scale  being  the  same  as  for  dwellings, 
in  others  two  and  a  half  premiums  for  three  years  and 
four  premiums  for  five  years,  while  on  still  other  classes 
the  full  annual  premium  is  exacted  without  any  conces¬ 
sion  when  written  for  more  than  one  year.  If  there  is 
any  reason  in  allowing  a  concession  for  term  rates,  it 
would  seem  to  lie  in  the  present  value  of  the  cash  pre¬ 
miums  for  interest  bearing  purposes,  as  compared  with 
premiums  paid  at  the  beginning  of  each  year  of  the  term. 
When  the  premiums  for  a  term  are  paid  in  cash  the  com¬ 
pany  has  the  advantage  of  these  premiums  in  the  event  of 
loss.  There  is  also  a  supposed  saving  in  the  expenses  of 
soliciting  and  issuing  a  policy  each  year.  It  is  also  a 
fact  that  the  convenience  of  the  public  demands  three  and 
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five  year  policies  and  that  each  of  the  reasons  stated  is 
valid  in  a  way,  but  none  of  them  justifies  the  fact  that 
there  are  three  different  scales  of  term  insurance  in  force, 
when  the  same  reasons  equally  apply  to  all  classes.  The 
existence  of  these  three  scales  seems  to  be  simply  one 
of  the  manifestations  of  the  so-called  preferred  classes. 

Many  kinds  of  property  are  not  entitled  to  term  in¬ 
surance  because  of  flimsy  construction,  lack  of  perma¬ 
nency,  etc.,  and  the  companies  are  clearly  entitled  to  ex¬ 
clude  such  property  from  term  rates,  but  if  rates  are  ap¬ 
portioned  to  hazard  there  cannot  consistently  be  more 
than  one  scale  of  allowance  for  term  risks.  When  this 
scale  offers  too  large  a  reward  for  the  use  of  money  it  is 
taken  advantage  of  by  wealthy  property  owners  to  the 
disadvantage  of  the  man  whose  limited  means  compel  him 
to  live  from  hand  to  mouth.  There  is  the  same  disad¬ 
vantage  that  exists  between  the  man  who  can  afford  to 
lay  in  his  winter  supply  of  coal  in  the  summer  and  the 
man  who  can  afford  to  buy  only  a  basketful  at  a  time. 
If  a  uniform  scale  of  two  and  a  half  premiums  for  three 
years  and  four  premiums  for  five  years  could  be  uni¬ 
versally  enforced  it  would  cut  off  a  large  amount  of  dis¬ 
crimination  the  benefit  of  which  accrues  entirely  to  the 
man  who  is  in  better  financial  position  than  his  porer 
neighbor. 

The  other  missing  standard,  co-insurance,  is  even 
more  important — in  fact,  it  may  be  regarded  as  the  most 
prolific  source  of  the  most  objectional  discrimination 
found  in  American  fire  insurance.  It  is  a  fundamental 
fact  that  every  rating  schedule  must  be  constructed  upon 
the  assumption  that  all  property  should  be  insured  for 
some  uniform  ratio  of  its  value — in  other  words,  a  stand¬ 
ard  ratio  of  insurance  to  value  is  as  necessary  to  prevent 
discrimination  as  any  other  standard.  It  is  immaterial 
what  this  ratio  may  be,  provided  it  be  a  uniform  standard 
and  generally  observed.  If  people  generally  insured  their 
property  for  only  one-fifth  of  its  value  the  schedule  would 
apply  as  justly  in  establishing  the  rate  of  one  risk  com- 
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pared  with  others  as  if  all  property  were  insured  for  four- 
fifths  of  its  value,  but  in  the  nature  of  things  all  standards 
must  be  arbitrarily  established  and  the  commission  is 
advised,  by  a  common  understanding  among  underwriters 
the  rate  named  in  tariffs,  in  the  absence  of  instructions, 
is  supposed  to  be  based  upon  80  per  cent  of  insurance  to 
value.  This  simple  and  easily  understood  fact,  however, 
is  complicated  by  the  wide  range  of  probable  destruction 
found  in  property.  This  range  depends  not  only  upon  the 
nature  and  location  of  the  property  itself,  but  in  the  way 
the  policy  is  written  to  cover  it.  Some  property  by  its 
nature  or  location  is  not  liable  to  total  destruction  by  an 
ordinary  fire — on  the  contrary,  any  probable  loss  would 
be  a  very  small  ratio,  in  some  cases  not  even  10  per  cent 
of  its  value.  This  fact  is  taken  into  account  in  schedules 
and  the  rate  is  correspondingly  low  because  of  the  prob¬ 
ability  of  only  partial  destruction,  but  these  conditions 
afford  no  justification  for  a  smaller  ratio  of  insurance  to 
value.  Owners,  however,  are  quick  to  see  the  bearings  of 
the  question  and  eager  to  secure  the  double  advantage  of 
the  low  rate  and  small  proportion  of  insurance  to  value. 
This  has  produced  a  constant  pressure  for  advantages  in 
the  ratio  of  insurance  to  value,  for  it  is  possible  to  secure 
as  much  advantage  in  this  way  as  it  is  through  a  direct 
cut  in  the  rate.  This  makes  possible  a  double  opportunity 
for  advantage,  for,  after  the  tariff  has  made  a  low  rate 
because  of  the  liability  of  the  property  to  only  partial  de¬ 
struction,  the  owner  by  sharp  bargaining  secures  first  a 
substantial  reduction  in  his  rate,  and  second  a  policy  that 
spreads  its  protection  over  values  largely,  often  many 
times  in  excess  of  the  indemnity  he  pays  for.  This  spread¬ 
ing  of  insurance  to  cover  values  is  possible  in  so  many 
ways,  so  many  directions  and  to  such  an  extent  that  in 
order  to  make  it  plainer  we  will  describe  a  few  of  its  man¬ 
ifestations.  Steel  construction  or  other  form  of  so-called 
fireproof  building  is  liable  from  ordinary  fires  to  only  a 
small  partial  damage,  and  because  of  this  its  rate  is  very 
low.  Owners  of  these  buildings  are  naturally  averse  to 
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paying  for  an  amount  of  insurance  that  is  prima  facie  in 
excess  of  any  probable  fire  loss,  for  they  will  not  realize 
that  this  fact  was  considered  when  the  rate  was  made. 
In  the  Baltimore  conflagration  one  building  worth  about 
a  million  dollars  was  found  to  be  insured  for  only  $5,000. 
In  other  words,  each  dollar  of  indemnity  covered  $200  of 
value.  In  an  ordinary  fire  originating  in  the  building 
itself  the  owner  was  able  to  see  that  his  insurance  was 
ample  to  cover  the  probable  loss,  for  he  did  not  take  into 
consideration  the  possibility  of  total  destruction  by  city 
conflagration.  What  he  figured  on  was  that  he  could  pur¬ 
chase  all  the  protection  he  needed  on  about  one  million 
dollars  of  value  at  an  annual  expense  of  about  $12.50. 

In  this  kind  of  blanklet  insurance  no  special  phrase¬ 
ology  in  policy  is  necessary,  as  with  other  forms  of  this 
evil  which  will  be  described.  The  company  simply  is¬ 
sues  a  policy  for  a  stated  amount  not  in  excess  of  its  line 
limit,  with  a  permit  for  other  insurance.  It  has  no  means 
of  knowing  how  much  other  insurance  is  carried.  We 
find  this  kind  of  blanket  insurance  especially  in  use  in 
cities  under  high  grades  of  fire  department  protection,  for 
the  better  the  department  the  less  the  probability  of  total 
destruction.  In  towns  with  little  or  no  municipal  pro¬ 
tection  the  probability  of  total  loss  is  so  great  that  prop¬ 
erty  owners  need  no  urging  to  keep  their  property  insured 
for  80  per  .cent  or  even  more  of  its  value.  On  the  other 
hand,  people  in  cities  will  not,  or  at  least  do  not,  count  on 
the  dangers  of  conflagrations.  They  see  the  fires  sup¬ 
pressed  in  dwellings  and  small  shops  in  their  neighbor¬ 
hood  year  after  year  with  small  partial  damage  to  the 
contents  and  frequently  only  nominal  damage  to  the 
building  itself.  For  this  reason  they  can  see  that  they  can 
economize  by  buying  only  enough  insurance  to  cover 
their  small  probable  loss.  The  record  shows  that  it  is 
not  unusual  to  find  property  in  the  larger  cities  insured 
for  not  over  one-fifth  of  its  value  and  the  burning  of  the 
contents  of  a  single  room  may  cost  the  insurance  com¬ 
pany  a  total  loss  under  its  policy.  For  this  reason  even 
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frame  buildings  and  their  contents  are  often  found  in¬ 
sured  for  but  a  small  fraction  of  their  value. 

Another  equally  important  phase  of  blanket  insur¬ 
ance  is  found  in  property  that  is  so  divided  or  scattered 
that  there  is  no  probability  of  its  being  all  destroyed  by 
fire.  It  would  in  theory  be  possible  for  a  company  to  is¬ 
sue  a  $5,000  policy  covering  every  building  and  its  con¬ 
tents  within  the  corporate  limits  of  the  city  of  Chicago, 
but  it  would  be  a  bad  bargain  for  the  company,  because 
it  would  certainly  have  a  total  loss  the  day  the  policy  was 
issued.  This  hypothetical  case  could  not  of  course  hap¬ 
pen,  but  it  is  what  happens  constantly  in  a  modified  way 
in  blanket  insurance  of  this  kind.  A  manufacturing  or 
mercantile  establishment  may  be  located  in  several  brick 
buildings  separated  by  spaces,  or  in  several  divisions  .of 
the  same  building,  separated  by  solid  parapeted  fire  walls, 
with  what  are  known  as  standard  fire  doors.  In  either 
event  there  is  little  or  no  possibility  of  a  total  loss.  The 
personal  property  in  the  buildings  is  passing  back  and 
forth  from  one  building  or  division  to  another  in  process 
of  manufacture  or  sale,  and  for  this  reason  it  is  impossi¬ 
ble  for  owners  in  case  of  fire  to  tell  what  values  were  in 
one  given  building  or  division,  hence  the  owner’s  neces¬ 
sities  compel  him  to  ask  for  blanket  insurance  covering  all 
his  property,  wherever  it  may  be  in  the  several  buildings 
or  divisons.  This  is  a  reasonable  demand  and  can  be  met 
by  the  companies  without  discrimination  or  hardship  to 
anybody  by  the  simple  plan  of  attaching  an  80  per  cent  co- 
insurance  clause  to  their  policies.  This  clause  provides 
that  the  assured  shall  maintain  insurance  for  80  per  cent  of 
the  values  insured  or  must  be  a  co-insurer  for  any  deficit 
between  the  total  insurance  and  80  per  cent  of  the  value. 
If  the  owner  complies  with  his  contract  the  adjustment  of 
his  loss  is  not  affected  in  any  way.  We  might  go  on  to 
point  out  the  ramifications  of  blanket  insurance  indefi¬ 
nitely,  but  the  cases  instanced  will  serve  to  show  the  na¬ 
ture  and  extent  of  the  discrimination  it  produces.  We 
have  discussed  co-insurance  at  some  length  because  the 
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fact  should  not  be  overlooked,  that  this  discrimination  is 
invariably  in  favor  of  the  larger  cities  and  larger  property 
owners,  who  in  this  way  are  able  to  shift  a  part  of  their 
fire  tax  upon  the  small  towns  and  small  property  owners. 
It  will  further  be  noticed  that  this  discrimination  perme¬ 
ates  the  entire  fabric  of  the  business  and  seems  to  be  an 
evasive  and  hidden  form  of  discrimination  that  does  not, 
like  rates,  attract  public  attention.  It  affords  a  rich  field 
for  the  exploitations  of  corporations,  trusts  and  large 
property  interests  fin  shifting  a  considerable  portion  of 
their  taxes  upon  the  general  public.  In  the  past  these 
interests  have  secured  the  enactment  of  anti-coinsurance 
laws  in  many  states  which  effectually  prevent  the  compa¬ 
nies  from  protecting  themselves  and  their  other  policy¬ 
holders  by  a  general  enforcement  of  co-insurance,  and  the 
great  property  interests  are  today  beneficiaries  of  this 
obscure  form  of  discrimination  which  would  subject  them 
to  heavy  fines  under  our  national  and  State  anti-discrim¬ 
inatory  laws  if  accepted,  even  without  solicitation,  in  their 
railway  rates.  The  entire  evil  of  blanket  insurance  might 
be  cured  by  a  law  requiring  every  policy  to  provide  that 
if  tile  owner  does  not  keep  his  property  insured  for  80’ per 
cent  of  its  value  he  shall  be  a  co-insurer  for  the  deficit. 
This  problem  was  long  ago  solved  in  all  European  coun¬ 
tries  either  by  statutory  requirement  or  by  universal 
usage  of  the  fire  companies,  and  in  America,  co-insurance 
has  always  been  a  condition  of  marine  policies. 

Unlicensed  Underwriting. 

Earlier  in  this  report  we  suggested  the  thought,  that 
regulation  of  Eire  Insurance  or  any  other  branch  of  cor¬ 
porate  activity  without  affording  at  the  same  time  proper 
protection,  would  be  an  act  of  oppression  rather  than  in¬ 
telligent  statesmanship. 

In  the  consideration  of  unlicensed  Fire  Underwriting 
concerns  and  their  relation  to  the  business  of  Fire  Insur¬ 
ance  generally,  this  thought  should  be  kept  constantly  in 
mind. 


65 


We  have,  operating  in  the  State  of  Illinois,  a  great 
variety  of  unlicensed  forms  of  fire  insurance,  foreign  mu¬ 
tuals,  Lloyds  and  individual  underwriters,  domestic  and 
foreign,  inter-insurers  and  reciprocal  underwriters,  all 
acting  without  supervision  or  warrant  of  statutes  and  all 
competing  with  the  licensed  companies. 

The  practice  of  these  unlicensed  activities  is  to  select 
only  certain  specific  risks  or  classes  of  property,  leaving 
the  bulk  of  the  hazard  to  be  covered  by  the  regular  or  so- 
called  stock  companies. 

These  unlicensed  organizations  are  subject  to  no  su¬ 
pervision  whatever,  most  of  them  cannot  be  sued  in  the 
State  for  lack  of  any  person  upon  whom  service  of  process 
may  be  had  and  none  of  them  pays  auy  fees  or  taxes. 

It  may  not  be  possible  or  desirable  to  forbid  these 
organizations  or  persons  admission  to  the  State,  but  jus¬ 
tice  demands  that  the  law-abiding,  tax-paying  companies 
be  protected  by  law  against  present  discrimination 
against  law,  order  and  system  in  favor  of  persons  and  or¬ 
ganizations  operating  in  defiance  of  law. 

State  supervision  of  the  business  of  Fire  Insurance 
is  only  possible  or  lawful  upon  the  theory  that  it  is  a 
public  service.  Sound  considerations  of  public  policy 
demand  such  laws,  and  it  is  difficult  to  understand  why 
any  particular  variety  of  companies,  or  scheme  of  doing 
fire  insurance  business,  should  be  exempt  from  legislative 
attention. 

No  form  of  fire  underwriting  should  be  permitted 
within  the  State  except  under  supervision  of  the  Insur¬ 
ance  Department  and  in  full  compliance  with  proper  laws 
enacted  for  its  control. 

Every  company,  association  or  individual  should  pay 
proper  fees  and  charges,  make  reports  for  public  informa¬ 
tion  and  pay  taxes. 

At  present  we  are  convinced  that  large  sums  of 
money  are  sent  out  of  the  State  annually  for  insurance 
premiums  which  have  made  no  contribution  of  any  kind 
to  the  State,  to  concerns  which  by  reason  of  this  fact  are 
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able  to  furnish  indemnity  cheaper  than  licensed  compa¬ 
nies  who  comply  with  our  laws  and  contribute  to  main¬ 
tain  our  institutions. 

We  should  not  longer  penalize  those  corporations 
which  observe  the  law,  submit  to  supervision  and  increase 
our  revenues,  for  the  benefit  of  those  to  whom  violation 
of  law  appears  a  virtue.  Sound  indemnity  is  the  first 
consideration.  The  original  function  was,  and  the  chief 
function  of  State  supervision  still  is,  to  insure  this,  and 
the  State  will  not  perform  its  full  duty  until  it  writes 
upon  the  statute  books  such  enactments  as  will  enable  the 
Insurance  Department  to  obtain  and  furnish  insurers 
complete  and  detailed  information  as  to  the  solvency  and 
reliability  of  every  company,  association  or  individual 
selling  fire  insurance  within  its  boundaries. 

Believing  as  we  do,  that  every  form  of  fire  under¬ 
writing  should  be  done  only  upon  compliance  with  ap¬ 
propriate  law  and  under  State  supervision,  we  report  as 
a  part  hereof,  draft  of  a  bill,  the  enactment  of  which  we 
recommend  to  the  General  Assembly. 

Surplus  Line  Law. 

The  General  Assembly  in  1903  passed  what  was 
known  as  the  Surplus  Line  Law,  which  provides  in  sub¬ 
stance  that  the  Insurance  Superintendent  may  license  cer¬ 
tain  surplus  line  agents  who  shall  be  authorized  to  pro¬ 
cure  fire  insurance  from  unauthorized  companies  upon 
affidavit  that  the  insurance  desired  cannot  be  procured 
of  licensed  companies. 

This  law  has  been  upon  the  statute  books  of  this 
State  for  something  like  seven  years  and  it  is  believed  has 
been  very  frequently  violated  and  is  practically  a  dead 
letter  because  there  is  no  penalty  whatever  provided  for 
the  violation  of  its  provision,  except  the  revocation  of  the 
license  of  the  agent. 

It  is  not  desired  to  take  from  any  citizen  of  the  State 
of  Illinois  the  opportunity  of  procuring  surplus  insurance 
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in  cases  where  the  desired  amount  cannot  be  obtained 
from  regularly  licensed  companies,  but  this  should  be 
done  only  under  proper  restriction  and  the  penalty  for 
making  a  false  affidavit  should  be  as  for  any  other  perjury 
committed  in  the  State,  and  the  violation  of  the  Surplus 
Line  Law  should  also  be  punishable  by  a  heavy  fine. 

Conclusion. 

At  the  beginning  of  this  report  we  stated  that  the 
purpose  of  any  recommendations  we  might  make  would  be 
the  conservation  and  increased  efficiency  of  the  fire  in¬ 
surance  business  in  rendering  the  character  of  service 
demanded  by  public  welfare,  and  to  secure  as  far  as  prac¬ 
ticable  equity  without  discrimination  in  the  apportion¬ 
ment  of  the  tax  necessary  for  fire  insurance  to  perform 
such  service,  at  rates  as  low  as  would  justify  capital  in 
not  deserting  the  business.  This  purpose  has  accom¬ 
panied  our  investigation  from  beginning  to  end,  and  out 
of  the  mass  of  evidence  gatahered  we  reach  the  following 
conclusions : 

The  great  massed  insurable  values  of  this  country 
exist  in  our  towns  and  cities,  where  they  are  liable  to  be 
swept  away  by  conflagrations  which  vitally  affect  every 
member  of  the  local  community,  in  a  lesser  degree,  every 
citizen  of  the  State,  and  in  city  conflagrations,  every 
American  citizen.  The  interests  of  individuals  sink  into 
insignificance  in  comparison  with  the  interests  of  entire 
cities  and  commonwealths.  The  spirit  of  all  law,  natural 
and  statutory,  is  that  the  rights  of  species  and  communi¬ 
ties  shall  take  precedure  over  the  rights  of  individuals. 
Hitherto  the  effort  of  State  fire  insurance  legislation  has 
been  to  cater  to  the  individual  at  the  expense  of  the  com¬ 
munity,  and  this  without  doubt  has  created  the  worst  of 
the  evils  found  in  fire  underwriting.  The  paramount  duty 
of  fire  insurance,  in  this  land  of  the  sweeping  conflagra¬ 
tion,  is  to  protect  communities  as  well  as  individuals,  and 
only  that  form  of  insurance  appears  adequate  to  the  task, 

68 


that  is  fortified  by  cash  assets  and  conforms  to  every  legal 
requirement  of  the  States.  Other  forms  of  insurance  are 
a  mere  incident  to  the  business  as  a  whole.  They  do  not 
serve  the  community,  but  simply  serve  selected  individ¬ 
uals  or  groups  of  individuals.  They  render  not  a  common 
service,  but  preferential  service  to  a  favored  few.  Their 
names  are  seldom  seen  in  the  records  of  our  great  con¬ 
flagrations.  They  ignore  the  State,  and  contribute  noth¬ 
ing  to  its  revenue.  Their  tendency  is  to  incite  discrim¬ 
ination,  thwart  attempts  to  establish  order  and  system, 
and  excite  public  sentiment  against  forms  of  insurance 
done  in  compliance  with  and  in  recognition  of  the  law. 

In  fire  insurance  regarded  as  a  whole  this  is  the  great¬ 
est  and  most  remediable  evil.  When  legislators  are  able 
to  see  that  it  is  the  interests  of  great  communities  that 
are  at  stake  rather  than  the  interests  of  a  few  individuals 
or  groups  of  individuals  seeking  preferential  terms,  they 
will  be  able  to  see  that  their  first  duty  is  to  protect  that 
form  of  insurance  activity  which  answers  the  economic 
need.  Protection  to  such  insurance  and  to  law-abiding 
companies  is  the  State’s  first  duty,  for  with  adequate  pro¬ 
tection  the  business  would  need  little  regulation,  and  that 
little  it  could  best  establish  itself,  if  permitted  reasonable 
discretion  to  act  under  the  eyes  of  the  State.  Regula¬ 
tion  is  a  resource  that  the  State  always  has  at  hand,  and 
it  cannot  intelligently  determine  how  much  regulation 
may  be  necessary  until  it  has  given  underwriters  an  op¬ 
portunity  to  regulate  themselves.  England  and  conti¬ 
nental  nations  have  comparatively  few  laws  relating  to 
fire  insurance,  and  very  little  regulation,  yet  these  coun¬ 
tries  enjoy  very  much  lower  rates  and  better  conditions 
than  are  found  here.  It  is  charged  that  this  country  is 
burdened  by  too  much  law,  and  there  is  certainly  ample 
room  for  this  complaint  when  the  fire  insurance  codes  of 
the  several  States  are  considered. 

The  function  of  law  is  not  obstruction  but  assistance; 
the  law  is  made  for  man,  not  man  for  the  law,  and  no  reg¬ 
ulation  should  be  proposed  by  this  Commission  or  en 
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acted  by  the  General  Assembly,  which  would  not  cer¬ 
tainly  have  as  its  effect  the  betterment  of  the  fire  insur¬ 
ance  business,  its  conservation  and  increased  efficiency. 

It  is  probable  that  a  really  exhaustive  investigation 
of  any  one  of  our  leading  industries  would  have  brought 
to  light  irregularities  and  discriminations  as  glaring  and 
unjust  as  we  have  found  in  fire  insurance,  but  we  are  con¬ 
fident  that  in  no  other  business  are  these  irregularities 
and  discriminations  so  obscure,  perplexing  and  numerous. 
The  State  cannot  regulate  all  these  more  or  less  discrim¬ 
inative  manifestations  of  the  business  by  a  single  sweep¬ 
ing  statute  aimed  at  discrimination,  for  at  every  turn  the 
word  discrimination  would  need  to  be  defined.  Discrim¬ 
ination  cannot  discriminate  except  from  some  established 
and  well  defined  law,  custom,  ideal,  measure  or  standard. 
If  we  are  to  interdict  discrimination,  common  sense  sug¬ 
gests  that  our  definition  of  the  thing  that  is  to  be  held 
inviolate  shall  be  so  plain  that  it  will  leave  no  room  for 
doubt  in  the  mind  of  the  ordinary  man.  The  irregulari¬ 
ties  found  in  a  business  as  many-sided  as  fire  insurance 
are  so  numerous,  obscure,  and  changing  that  legislative 
ingenuity  cannot  provide  for  them  through  the  limited 
provisions  of  statutory  law.  Any  attempt  to  do  so  would 
leave  our  legislators  no  time  for  other  and  more  important 
matters,  but  the  difficulties  do  not  end  here.  Our  evi¬ 
dence  shows  that  fire  insurance  is  interstate  in  its  nature. 
It  is  a  business  founded  upon  averages  and  distribution, 
and  neither  averages  nor  distribution  can  find  room  to 
function  properly  within  the  narrow  confines  of  a  single 
State.  Every  attempt  made  in  our  State  to  clip  or  prune 
natural  manifestations  of  the  business  has  an  effect  in 
other  States.  There  is  an  unwritten  law  of  physical  as 
well  as  moral  reciprocity  that  bonds  all  States  together, 
whether  they  know  it  or  not.  The  State  that  attempts  to 
establish  rates  for  fire  insurance,  must  definitely  state  its 
intention  as  to  the  distribution  of  city  conflagrations,  else 
in  a  short  while  other  States,  under  their  idea  of  reciproc¬ 
ity,  will  notify  the  companies  to  take  their  choice  of  w'lth- 
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drawing  from  tneir  borders  or  from  the  State  that  refuses 
to  admit  that  ‘'there  are  others.”  This  is  a  vital  question 
in  this  State,  where  about  half  the  values  of  the  entire 
State  exist  within  the  corporate  limits  of  one  city.  When 
the  Chicago  conflagration  occurred  in  1871  all  the  other 
States  responded  readily  to  the  call  when  fire  insurance 
doubled  the  rate  from  one  end  of  the  land  to  the  other. 
Can  the  great  State  of  Illinois  afford  to  forget  this  his¬ 
toric  fact  and  say  we  will  not  let  the  companies  raise  our 
rates  because  of  a  Baltimore  or  San  Francisco?  We  still 
live  in  a  glass  house,  for  half  the  insurable  values  of  the 
State  are  still  found  in  one  city  and  this  city  may  be  the 
next  victim  of  the  fire  fiend. 

Regulation  by  the  States  of  late  years  has  more  and 
more  come  to  mean  the  regulation  of  rates,  for  in  fire 
insurance  all  roads  lead  ultimately  to  the  rate  question, 
and  by  the  terms  of  your  resolution  providing  for  our 
appointment  as  a  Commission,  we  are  asked  to  report  our 
judgment,  as  to  “the  advisability  of  making  a  law  regu¬ 
lating  fire  insurance  rates  in  this  State.”  While  many 
States  have  enacted  anti-compact  laws  forbidding  the 
companies  to  co-operate  in  the  making  or  maintenance  of 
common  rates,  so  far  only  three  States  have  really  under¬ 
taken  to  regulate  fire  rates,  and  in  one  State  the  consti¬ 
tutionality  of  the  law  is  already  being  determined  in  the 
courts  on  the  contention  of  the  companies,  which  is  about 
as  follows : 

“The  State  has  no  power  to  regulate  rates  in  any  busi¬ 
ness  unless  it  is  concerned  with  the  public  interest,  and  fire 
insurance  does  not  come  under  this  class,  because  the  mag¬ 
nitude  and  extent  of  the  business  does  not  make  it  public 
within  the  meaning  of  the  term,  and  further,  the  requiring 
of  a  license  by  a  State  and  supervision  of  the  conduct  of  its 
business  by  the  State  under  its  police  power  does  not  make 
a  business  public.  Distinction  should  be  drawn  between  the 
common  regulation  of  insurance  which  comes  under  the 
police  powers  of  the  State  and  regulation  to  which  consti¬ 
tutional  limitations  apply.  The  fire  insurance  business  does 
not  come  within  the  definition  of  a  public  use,  the  term  pub- 
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lie  use  being  held  to  be  dependent  upon  the  right  of  the  pub¬ 
lic  to  the  use,  regardless  of  the  will  or  caprice  of  the  person 
or  corporation  owning  the  property  or  conducting  the  busi¬ 
ness  that  comes  within  the  meaning  of  a  public  use.  Any  one 
can  engage  in  fire  insurance,  subject  to  the  regulations  pre¬ 
scribed  by  the  State,  and  no  citizen  can  demand  as  a  right 
that  an  insurance  policy  be  issued  to  him.  The  constitu¬ 
tionality  of  the  rate  regulating  laws  is  questioned  on  the 
ground  that  they  discriminate  in  that  they  apply  to  incor¬ 
porated  companies  and  do  not  extend  to  individuals,  partner¬ 
ships  or  unincorporated  associations  engaged  in  a  precisely 
similar  business,  and  that  they  specifically  except  farmers’ 
mutuals.” 

The  Commission  does  not  quote  from  the  brief  in 
behalf  of  the  insurance  companies  desiring  to  be  under¬ 
stood  as  entirely  agreeing  or  disagreeing  with  the  conten¬ 
tion  expressed,  but  because  the  position  appears  briefly 
and  clearly  stated  and  the  question  of  State  made  rates  is 
a  very  live  and  important  issue  just  at  this  time. 

Later  herein  we  express  our  conviction  that  this  State 
should  not  at  this  time,  attempt  legislation  of  the  Kansas 
variety  and  the  quotation  above  suggests  some  of  the 
reasons  for  our  conclusion. 

Since  the  close  of  our  testimony  the  attention  of  the 
Commission  has  been  called  to  the  Nebraska  law  of  1909 
fixing  maximum  rates  for  Fidelity  and  Surety  Companies 
in  that  State  and  to  the  opinion  of  the  United  States  Cir¬ 
cuit  Court  for  the  district  of  Nebraska  declaring  the  law 
unconstitutional,  and  announcing  the  doctrine  that  the 
State  has  not  the  power  to  fix  the  rates  to  be  charged  for 
these  companies. 

We  see  no  difference  between  the  rates  for  fidelity 
and  surety  insurance  and  rates  for  fire  insurance,  and  the 
laws  we  suggest,  it  will  be  observed,  deal  with  the  appli¬ 
cation  of  rates,  not  with  their  making. 

The  spirit  of  the  laws  of  our  several  states  governing 
fire  insurance  may  be  divided  under  three  heads : 

1st.  States  that  leave  the  business  alone  in  its  rate 
making  functions,  without  either  regulation  or  protection. 
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2d.  States  which  have  under  the  name  of  anti-com¬ 
pact  laws  interdicted  all  co-operation  in  the  making  or 
maintenance  of  common  rates. 

3d.  States  where  the  anti-compact  laws  have  created 
such  widespread  discrimination  as  to  produce  a  reversal 
1  in  legislative  theories  and  an  attempt  to  cure  the  evils 
created  by  anti-compact  laws  through  anti-discriminatory 
laws,  which  compel  every  company  to  file  its  rates  and 
^  rules  with  the  State  and  impose  severe  penalties  for  any 
variation  therefrom,  also  giving  the  State  the  right  to 
order  changes  in  schedules  and  rates  at  its  discretion.  In 
one  of  these  States  the  right  to  make  schedules  has  re¬ 
cently  been  taken  away  from  underwriters  and  the  work 
of  schedule  making  undertaken  by  the  State.  What  may 
be  the  practical  result  or  how  long  the  State  will  be  per¬ 
mitted  to  continue  rate  making  without  interference  by 
the  courts,  can  only  be  conjectured. 

In  States  of  the  first  group  demoralization  and  dis¬ 
crimination  prevail  because  of  lack  of  protection  against 
selfish  interests,  which  are  uncontrollable  because  of  the 
legislative  neglect  that  has  left  the  business  unable  to 
enforce  its  own  regulations. 

In  States  of  the  second  group  discrimination  and  de¬ 
moralization  prevail  because  underwriters  are  forbidden 
to  maintain  a  semblance  of  either  order  or  system  and  the 
public  dissatisfaction  is  so  great  that  lawmakers  are  said 
to  be  earnestly  considering  the  theories  of  the  new  anti- 
discriminatory  laws,  as  an  outlet  from  the  unsatisfactory 
conditions  produced  by  their  anti-compact  laws. 

.  In  States  of  the  third  group  the  anti-discriminatory 
laws  as  yet  are  an  experiment.  In  Louisiana  the  law  has 
just  gone  into  effect.  In  Kansas  it  has  been  in  force  about 
eighteen  months,  and  in  Texas  about  eleven  months.  We 
have  examined  the  laws  of  Kansas,  Texas  and  Louisiana, 
copies  of  which  will  be  found  in  the  record  filed  herewith, 
and  it  appears  that  in  each  instance,  the  power  is  given 
the  State  either  directly  or  finally,  to  fix  the  rates. 
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In  view  of  the  fact  that  the  constitutionality  of  State 
regulation  of  rates  is  now  being  threshed  out  in  the 
courts  and  of  the  recent  decision  in  Nebraska,  there  is 
little  encouragement  for  the  State  of  Illinois  to  follow 
their  example,  and  attempt  by  law  to  fix  rates  for  fire  in¬ 
surance. 

We  are  directed  to  report  to  the  General  Assembly 
our  judgment  “as  to  the  advisability  of  enacting  a  law 
regulating  fire  insurance  rates  in  this  State.” 

We  have  assumed  that  regulation  did  not  presuppose 
making  rates  by  the  State,  and  our  investigation  leads  us  to 
the  conclusion  that  any  attempt  by  the  State  to  assume 
the  function  of  creating  or  originating  rates  for  fire  insur¬ 
ance  would  be  a  serious  mistake,  both  from  the  standpoint 
of  practicability  and  of  the  constitutionality  of  a  law  for 
this  purpose.  We  believe  the  State  should  not  make  rates 
but  certainly  should  supervise  the  rates  after  they  are 
made.  The  insurance  companies,  by  their  representatives 
have  testified  that  the  Analytical  System  of  rate  making 
has  been  adopted  by  practically  all  licensed  companies  for 
Illinois  and  that  schedule  rating  would  in  future  prevail 
in  this  State. 

We  think  this  is  a  step  in  the  right  direction  and 
that  there  is  much  reason  to  believe  this  system  will  pro¬ 
duce  a  nearer  approach  to  an  equitable  and  fair  distribu¬ 
tion  of  the  fire  insurance  tax,  than  has  hitherto  been 
known. 

If  schedule  rating  is  as  fair  and  impartial  as  claimed 
-by  its  advocates  and  as  it  appears  to  be,  its  adoption 
marks  an  epoch  in  the  business  of  fire  underwriting. 

If  the  schedules  are  fairly  constructed  by  impartial, 
skilled  and  disinterested  raters,  the  burden  of  fire  insur¬ 
ance  should  be  equitably  spread,  and  each  risk  and  class 
of  risks  bear  a  proper  share  of  the  load. 

The  State  has  a  right  to  know  that  this  is  done,  and 
should  be  able  to  command  the  means  of  knowing  that 
the  desired  result  has  been  reached  or  if  not,  where  the 
failure  has  been. 
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If  every  risk  is  to  be  rated  by  itself  the  owners  of 
property  insured,  should  be  entitled  to  schedules  upon 
individual  risks,  that  they  may  know  how  the  rate  is  built, 
what  charges  are  made,  what  credits  permited  and  what 
may  be  done  to  obtain  still  more  favorable  conditions. 

7  Insurance  companies  by  their  own  regulations,  are 

now  furnishing  these  schedules  to  insurers  upon  request, 
but  they  should  be  furnished  the  State  and  the  insurer  as 
1  a  matter  of  law,  not  as  a  mater  of  courtesy. 

If  schedule  rating  is  to  be  generally  applied  the  State 
should  provide  by  law  that  all  property  should  be  thus 
rated,  not  indicating  what  system  should  be  used  or 
schedule  applied,  but  in  general  terms  requiring  every 
company  to  rate  its  risks  and  all  of  them,  by  some  sys¬ 
tem  extending  over  the  whole  State. 

In  other  words,  insurance  companies  should  so  ar¬ 
range  their  rating  schemes  as  to  produce  uniformity. 

The  complaints  which  have  been  made  to  us  have 
been  chiefly  against  discrimination,  and  such  complaints 
have  been  well  founded  and  the  evil  complained  of  should 
be  corrected.  Let  the  insurance  companies  establish  rates 
upon  all  classes  of  risks  by  schedules  producing  uniform¬ 
ity  and,  after  such  rates  are  fixed,  collect  them  from  all 
persons,  upon  all  property  in  all  parts  of  the  State. 

These  schedules  should  by  law  be  available  to  the 
State  and  the  insurer  upon  reasonable  request.  It  is 
agreed  upon  all  hands  that  discrimination  should  be 
stopped  so  far  as  this  can  be  done,  and  that  the  supervis¬ 
ory  authority  of  the  Insurance  Department  should  be  en¬ 
larged  to  include  the  execution  of  a  law  to  accomplish 
this  end.  We  have  discussed  at  such  length  as  appeared 
necessary,  the  important  factors  which  enter  into  the  fire 
insurance  problem,  the  abuses  we  find  in  the  business  and 
their  causes. 

Most  of  these  abuses  are  functional  and  not  organic ; 
they  can  be  corrected  without  drastic  legislation  because 
most  of  them  are  the  result  of  -ill  advised  and  reckless 
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competition,  which  those  concerned  would  willingly 
avoid. 

The  duty  of  executing  any  laws  enacted  pursuant  to 
the  recommendations  of  the  Commission,  is  imposed 
upon  the  Insurance  Department. 

In  order  that  this  duty  may  be  efficiently  performed, 
sufficient  appropriation  should  be  made  by  the  General 
Assembly  to  enable  the  Insurance  Superintendent  to  se¬ 
cure  competent  help  and  for  any  general  expense  con¬ 
nected  with  any  law  enacted. 

In  accordance  with  the  suggestions  before  made,  we 
submit  and  recommend  to  the  General  Assembly  for 
enactment  the  following  measures : 

(1)  A  bill  regulating  varieties  of  fire  underwriting 
at  present  unlicensed  and  prescribing  the  conditions  upon 
which  they  may  do  business  in  this  State. 

(2)  A  bill  amending  the  surplus  line  law  by  provid¬ 
ing  a  penalty  for  violation. 

(3)  A  bill  requiring  all  insurance  corporations, 
firms,  associations  or  individuals  to  file  with  the  Insur¬ 
ance  Department  upon  request,  a  copy  of  the  schedule 
upon  which  rates'  are  made  and  upon  similar  request  to 
furnish  a  copy  of  such  schedule  to  insurers  of  particular 
risks.  Providing  also  that  all  business  done  shall  be  upon 
a  schedule  of  some  character.  This  bill  also  prohibits  re¬ 
bating  and  discrimination  of  all  kinds. 

(4)  We  recommend  that  the  General  Assembly  take 
under  consideration  the  desirability  of  a  revised  building 
code  applicable  to  the  entire  State. 

(5)  We  further  recommend  that  appropriate  action 
be  taken  by  the  General  Assembly,  that  the  State  of  Illi¬ 
nois  may  be  able  to  co-operate  with  other  States  in  the 
formulation  of  a  uniform  Fire  Insurance  Code. 

We  believe  the  vital  question  which  the  fire  insur¬ 
ance  business  is  called  upon  to  solve,  is  one  of  distribu¬ 
tion,  a  fair  and  equitable  apportionment  of  the  twenty-five 
million-dollar  burden  constituting  our  annual  premium 
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charge.  The  State  should  insist  that  this  tax  be  fairly 
distributed  and  we  believe  to  this  end,  should  require  by 
law  that  the  companies  make  public  the  basis  upon  which 
rates  are  made,  and  discrimination  by  agent  or  company 
should  be  punished. 

Fire  insurance  is  a  business  in  which  any  form  of  dis¬ 
crimination  has  no  place,  a  business  in  which  there  is  no 
room  for  competition  of  the  destructive  kind  that  favors 
specific  individuals,  risks,  classes,  towns  or  cities. 

With  the  help  of  the  State,  the  insurance  companies 
can  apportion  the  fire  tax  fairly. 

The  State  and  the  insurance  business  should  co-oper¬ 
ate  in  bringing  about  this  desirable  result,  and  we  believe 
the  measures  suggested  by  this  Commission  will  contrib-  . 
ute  substantially  to  this  end. 

Respectfully  submitted, 

E.  W.  LYMAN,  Chairman. 

GEO.  C.  GILL,  Secretary. 

E.  A.  HALL. 

S.  D.  SEXTON. 

CARL  HELLPENSTELL. 
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